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A BNSF coal train, loaded with
coal from the Powder River
Basin in Wyoming, crosses

the Texas Panhandle north of
Amarillo, bound for a coal-fired

utility near Houston, Texas.

The BNSF Vision

Our vision is to realize the tremendous potential of The Burlington

Northern and Santa Fe Railway Company by providing transportation

services that consistently meet our customers’ expectations.

We will know we have succeeded when:

Our customers find it easy
to do business with us,
receive 100-percent on-time,
damage-free service, accurate
and timely information
regarding their shipment,
and the best value for their

transportation dollar.

Our employees work in a safe
environment free of accidents
and injuries, are focused

on continuous improvement,
share the opportunity for
personal and professional
growth that is available to all
members of our diverse work
force, and take pride in their

association with BNSE

Our owners earn financial
returns that exceed other
railroads and the general
market as a result of BNSF’s
superior revenue growth, an
operating ratio in the low
70s, and a return on invested
capital which is greater than

our cost of capital.

The communities we serve
benefit from our sensitivity
to their interests and to the
environment in general,
our adherence to the highest
legal and ethical standards,
and the participation of our
company and our employees

in community activities.




Consolidated Financial Highlights
Burlington Northern Santa Fe Corporation and Subsidiaries

(Dollars in millions, except per share data)

December 31, 2001 2000 1999 1998 1997
For The Year Ended:

Revenues $9208 $9207 $ 9195 $9,057 $ 8,489
Operating income $ 1,755 $ 2,108 $ 2,205 $ 2,158 $ 1,767
Net income $ 731 $ 980 $ 1,137 $ 1,155 $ 885
Basic earnings per share $ 189 $ 238 $ 246 $ 245 § 191
Average shares (in millions) 387.3 412.1 463.2 470.5 464.4
Diluted earnings per share $ 187 $ 236 $ 244 $ 243 $§ 1.88
Average shares (in millions) 390.7 415.2 466.8 476.2 471.1
Dividends declared per common share $ 048 $ 048 $§ 048 $ 0.44 $ 0.40

At Year End:

Tortal assets $24,721  $24,375  $23,700  $22,646  $21,266
Long-term debt and commercial paper,

including current portion $ 6,651 $ 6,846 $ 5813 § 5456 § 5,289
Stockholders” equity $7849 $ 7,480 $ 8172 $ 7,784 $ 6,822
Tortal debt to capital 45.9% 47.8% 41.6% 41.2% 43.7%

For The Year Ended:
Total capital expenditures $ 1,459 $ 1,399 $ 1,788 §$ 2,147 $ 2,182
Depreciation and amortization $ 909 $ 895 $ 897 $ 832 § 773

Certain prior period amounts have been reclassified for current presentation.

Effective September 1, 1998, the Company split its common shares three-for-one through a stock dividend of two additional shares for each share outstanding or held in

treasury. All share and per share data for periods prior to this date were adjusted for the stock split.

RO S RIS I Free ccsh How of $443 million, after dwldends

In each of the following categories, Coal volume at 243 million tons
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To Our Shareholders,
Customers And Colleagues:

Throughout 2001, BNSF
remained commirtted to the
five strategic priorities that we
introduced in last year’s report
and that will guide the Com-
pany into the future. In this
letter, I'll discuss the progress
we made on each priority: Peo-
ple, Growth, Ease of Doing
Business, Service and Efficiency.

We finished this economically dif-
ficult year with freight revenues
and volumes essentially unchanged
from 2000. We outperformed
many other Fortune 200 compa-
nies during 2001, thanks to the
commitment of 39,000 BNSF
women and men, and the diver-
sity of our customer base and rail
network. In addition, improved
business processes and innovative
service offerings introduced in
2001 position BNSF for prof-
itable growth as the industrial and
retail economies begin to improve,
which we may see later this year.

Overall, we were disappointed
with our financial performance for

2001. We had hoped to increase

our revenues and to maintain our

operating ratio in the mid-70

percent range. We were not able
to keep operating costs in line
with lower-than-planned revenues,
but we were able to maintain our
high service standards. At the
same time, we achieved several
records in 2001 in service, rev-
enue and efficiency, and in the
fourth quarter, we operated the
railroad at a record 91.2 percent
on-time performance and made
progress in getting our expenses
in line with business levels. The
chart on page 1 provides some
detail on these records. We remain
optimistic about BNSF’s per-
formance in 2002 and beyond.

As we reflect on the events of
2001, we have to point to Sep-
tember 11 as a defining moment
for America. I am proud of how
BNSF people have pulled together
to support each other and to pro-
vide our customers with timely
information and safe, reliable
service. I'm proud of our Com-
munity for their unselfishness in
supporting blood drives and pro-
viding donations at the local and
national level to help the victims
and their families during this try-
ing time. I also want to say “thank
you” to the dozens of BNSF

Safety Severity Ratio 1995-2001

(lost workdays/200,000 hours worked)
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The severity ratio measures workdays lost due 1o injury per 200,000 hours worked. Figures for each calendar

year reflect data available as of January of the following year.

employees who, as reservists and
members of National Guard units,
have been called to active duty to
defend our nation and to provide
a level of homeland security not

seen in America for decades.

I have tremendous faith in all
of our employees to continue
the commitment and resiliency
shown in 2001. Our five strate-
gic initiatives focus our efforts as
we work toward our vision of
providing transportation services
that consistently meet or exceed
customers’ expectations.

People And Safety

In all ways, our People initiatives
pull everything together. It is only
through our people that we can
provide better service, which will in
turn allow us to grow our revenues.

We made considerable progress in
2001 linking our strategic initia-
tives to the goals of each member
of our management team through
our revised Performance Manage-
ment Process. Every member of
the team has clear, annual per-
formance objectives and measure-
ments that define expectations

as well as a development plan
recognizing strengths and areas
for improvement. Our TEAM
BNSF program, introduced in
December, recognizes and builds
on our people’s outstanding
ability to work together in cross-
functional teams focused on
meeting customers’ needs.

Safety is also a part of our People
initiative. Overall, our total num-
ber of injuries in 2001 was about
even with 2000 levels, while the
severity of injuries, as measured

in lost workdays per 200,000




work hours, decreased about 6
percent compared with 2000.
We also saw a 5-percent reduc-
tion for the year in the rate of rail
accidents per million train miles.
Most of our safety progress was
made during the second half of
2001, when we implemented our
“WorkSafe” campaign. This cam-
paign built on our emphasis on
Safe Production by focusing on

high-risk, high-frequency work

activities—tasks that are performed

hundreds or thousands of times
each day across our network and
pose the greatest potential hazards.

Going forward, our safety focus
will continue to be risk reduction
through targeted workplace and
work practice assessment. In the
fall of 2001, we piloted at Birm-
ingham, Ala., a structured Risk
Reduction process that involves
craft people on the local safety
team observing work practices
and targeting programs for pat-
terns of high-risk behavior. Initial
results from this pilot project have
been promising, and we hope to
extend a similar Risk Reduction
process to other locations in 2002.

We will also continue the progress

made during an unprecedented
“safety summit” held in April
2001, which brought together the
presidents of BNSE the United
Transportation Union and the
Brotherhood of Locomotive
Engineers. We are working with
these groups on an agreement
that ensures the participation of
union leadership in the safety
process for about 18,000 train,
engine and yard employees. This
safety agreement will focus on
union involvement in the pre-
vention of injuries and increased

in 2001, BNSF rolled out the rail
industry’s first-ever network of loco-
motive simulators by installing 15
NetSimulators at field locations for
“distance learning” opportunities.
BNSF has had locomotive simula-
tors at its Technical Training Center
near Kansas City since 1986, but
NetSimulators bring hands-on loco-
motive training to field locations
where employees live and work. In
fact, more than 14,000 BNSF peo-
ple were trained in 2001 through
BNSF’s NetSimulator, Intranet and
other computer-based training (CBT).
NetSimulator training is often com-
bined with CBT for intensive training
on key topics. Locomotive engineers
can dramatically improve their fuel
efficiency, for instance, by complet-
ing a CBT course on fuel conserva-
tion and then practicing their fuel
conservation fechniques on a Net-
Simulator. The NetSimulators also
allow employees and trainers to
customize simulations to reflect dif-
ferent train types, weather conditions,
terrain, track, and times of day,

so fraining can focus on conditions

typically faced by local employees.

Fog and Haze

Ice and Snow
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emphasis on retraining as
opposed to traditional discipline.

In addition, we are implementing
proven and cost-effective tech-
nologies that help engineer out
risk, including a Global Posi-
tioning System (GPS) and radio-
based tracking system that ensures
our on-track hy-rail vehicles stay
within their authority limits.

In last year’s report, we cited our
industry-leading program to close

In 2001, BNSF inaugurated serv-
ice to a new American Soda
plant at Parachute, Colo., to han-
dle soda ash produced at this 1-
million ton capacity plant. BNSF
reaches the plant via trackage

rights granted on the Union

635 highway-rail grade crossings
as part of our grade crossing safety
initiative. In 2001, this effort con-
tinued very successfully, bringing
improvements in safety and effi-
ciency. Our cross-functional team
from safety, public projects and
field operations closed another
515 grade crossings, working with
the states and local communities
to identify the best candidates
for closure. We have similarly
aggressive goals for 2002. Today,

our grade-crossing collision rate is

Pacific Railroad (UP) as a condi-
tion of the UP’s merger with
Southern Pacific in 1996. Since
early 1997, BNSF has increased
its business levels on these track-
age rights to more than 434,000
loads annually.

Other BNSF growth areas included
a 10 percent increase in truckload

the lowest in our history and the
lowest in the industry. We believe
that even one grade crossing colli-
sion is too many, however, and we
will continue to make grade cross-
ing safety and public education

a top priority as we go forward.

Growth And Ease
Of Doing Business
Although freight revenues were
essentially unchanged year-over-

year, BNSF added new cus-

tomers and increased business

business over 2000 levels, which
demonstrates our success in
capturing additional freight off
the highways. Our Mexico busi-
ness also grew by about 10 per-
cent over 2000 levels, and we

set revenue records for soybeans,
taconite, petroleum, plastics,
aggregates, cement/gypsum/lime,
and government/military traffic.




with many customers in 2001.
Some of this growth is directly
related to product and service
offerings introduced during
the year, as well as to our net-
work’s ability to provide more
consistent service.

Several areas of our business
did quite well in 2001. Bright
spots included our truckload
business, which was up about
10 percent over 2000 levels and
demonstrates that we are cap-
turing additional freight off

the highways. We also saw a 10
percent growth for our Mexico
business, and Industrial Prod-
ucts revenue records were set in
taconite, petroleum, plastics,
aggregates, cement/gypsum/lime,
and government/military moves.

We introduced a number of new
and expanded services that lay a
foundation for continued growth.

For Agricultural Products, we
continue to expand our grain
shuttle network, which provides
dedicated locomotives and cov-
ered hopper cars for shippers
who have elevators capable

of loading 110-car trains in 15
hours or less. We now have

73 origin and 30 destination
elevators in our shuttle network.
This approach to grain trans-
portation dramatically improves
transit times and equipment
utilization, and has enabled
BNSF to build a domestic grain
franchise to complement our
export grain business. Currently,
about 22 percent of our Agri-
cultural Products revenues

are derived annually from shut-
tle train moves, providing ship-
pers with efficient, lower cost

Capital Investment 1995-2001

($ in billions)

3.0
2:5

2.5 2'?“ 273—“-“1?—1%— ~~~~~~ 23 - -
20 — g e 8 e
1.5 0
1.0
0.5

1995 1996 1997 1998 1999 2000 2001

BNSF spent more than $14 billion in capital investments since the beginning of 1995. After an aggressive
expenditure program following the merger, BNSF has scaled back its capital investment. BNSF's 2001 capital
investments of $1.6 billion represented a 36 percent decrease compared with the 1998 figure of $2.5 billion.
Chart includes operating leases for freight equipment obtained to expand business.

transportation. In 2002, we
plan to add shuttle train service
for fertilizer shipments, while
continuing to expand our grain
shuttle network.

Our Coal group continues to be
successful in expanding the mar-
ket for Powder River Basin (PRB)
low-sulphur coal. BNSF won
several major, long-term coal
contracts last year and renegoti-
ated several expiring contracts.
We also introduced the industry’s
first Internet monthly auction of
coal transportation option con-
tracts to help coal-burning utili-
ties, coal mines and others lock
in transportation capacity and
price months in advance. Our
successful roll-out of this online
auction enabled us to test this
marketing concept, which we will
refine in 2002. For the first time
in a number of years, several util-
ities have proposed construction
of new and expanded coal-fired
plants. BNSF is actively negoti-
ating to serve several of these

proposed plants with PRB coal.

For Consumer Products, BNSF

launched several new services in

2001, including coast-to-coast
premium intermodal and double-
stack services with CSX and
Norfolk Southern, a 48-hour
service offering between Chicago
and Los Angeles, and expanded
Ice Cold Express service for
perishables from Southern Cali-
fornia to New York and New
Jersey markets via CSX. We also
expanded our guaranteed on-
time intermodal service program
to include 12 lanes and interna-
tional shippers. We were the
first railroad to offer a premium,
money-back guarantee option.
As of the end of 2001, we moved
more than 4,000 guaranteed
loads with a 98 percent on-time
service record.

To improve transit times and
transborder shipments for cus-
tomers moving product in and
out of Mexico, we introduced
Mexi-Modal, a seamless inter-
modal service in cooperation
with Canadian National Rail-
way, CSX, Transportacion Fer-
roviaria Mexicana and several
Mexican trucking companies.
Introduced in July, Mexi-Modal
service grew from virtually no
business to 150 intermodal loads




Some BNSF eBusiness tools attract new business. Other eBusiness tools

improve “ease of doing business” by enabling customers fo transact business
electronically. In 2001, BNSF continued to increase the percentage of major

transactions completed electronically, as well as the percentage of freight
payment dollars received electronically and through other automated processes.

Electronic Transactions 1999-2001 (percent of total)
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Shipping Instructions

Equipment Requests

Freight Payments

Equipment Releases

BNSF was ranked as the leading U.S. railroad and one of the leaders in U.S. industry for its Website technology and eCommerce capabilities

by the following publications in 2001:

Mungine Rank Description

BNSF listed as one of the top 50 U.S. companies using the Inernet fo enhance and expand their business

Smart Business

per month in its first three
months of operation, including
loads from customers who had
never shipped by rail before,
and it continues to establish
new monthly loading records.

We opened our Stockton inter-
modal facility in April, which
increases our intermodal capac-
ity in northern California by 50
percent to more than 500,000
lifts annually, and expedites
movement of all types of freight
on our West Coast routes. On
the eastern end of our network,
construction started on our Joliet
Multimodal Facility, scheduled
to open this fall, which will offer
our fourth intermodal facility

in the Chicago area.

Yor Industrial Products, in addi-
tion to achieving record high
revenue for several commodities

we made a number of changes
to improve the focus on our
customers, products and markets.
We reorganized this work team
into marketing and sales groups
to simplify our customer inter-
actions. We also worked to
streamline pricing administration
by moving toward public pric-
ing. This initiative reduced the
number of pricing documents
the group handles by 30 percent,
enabling the group to focus
more of their time on customer
service and revenue growth.

We are also exploring ways to
improve the interchange process
with other carriers and trans-
portation providers to improve
overall transit performance.
This is important because about
one-fourth of all carload ship-
ments moving on our network
interchange at another railroad’s

terminal at least once before
they reach their final destina-
tion. In 2001, we worked with
CSX, for instance, to reduce
transit times for interline car-

load service through Chicago.

BNSF’s Loading Origin Guar-
antees (LOGS) program, an
online auction that allows cus-
tomers to secure boxcar and
centerbeam rail car capacity
in advance, was expanded to
include refrigerated boxcars

in 2001. More than 43,000
loads have now been handled
through our LOGS program,
with a success rate that exceeds
99.9 percent.

Our Ease of Doing Business ini-
tiative is closely tied to revenue
growth. To make it easier for
customers to transact business
with us, we've put a tremendous




cmpha51s on developing Web-
based products and on making
our Website easier to access and
navigate. As you'll see in the
accompanying feature, more
and more customers are using
these Web-based tools, and
BNSF was recognized in 2001
by a number of leading business
and technology publications as
an industry leader for the quality
of its eCommerce products.

At the same time, we realize
that Web-enabled tools are not
a substitute for personal cus-
tomer interactions. These tools
are simply intended to free up
a BNSF representative’s time
to focus on proactive customer
contacts. To further improve
these contacts, we are imple-
menting a customer relation-
ship management program
designed to help our people
better respond to customer
needs and concerns, and to
better understand our cus-
tomers business strategies and
the role we can play in their
supply chain.

The best way to understand our
customers’ needs and expecta-
tions is to get their direct feed-
back and suggestions. This is
why we formed our Customer
Advisory Board in 2000, made
up of executives from 30 differ-
ent companies that span all of
our business groups. We meet
with this board twice a year to
make sure we're on the right
track in our services, product
offerings, pricing strategies and
relationship management. Over-
all, we've received constructive
comments from our Customer

Advisory Board about our
Growth, Service and Ease-of-
Doing Business initiatives along
with some excellent suggestions
that we'll incorporate into our
plans for 2002.

Our focus on the customer is
bringing results. We were named
a Premier Partner by American
Honda Motor Co., Inc., for the
fourth year in a row, and Rail
Carrier of the Year by Toyota
North American Parts Logistics

Division for the third year. We
were also named Carrier of the
Year by Wal-Mart Stores, Inc.,
the nation’s largest retailer, for
the third consecutive year and a
Partner in Quality by intermodal
partner Schneider National, Inc.

Service And Efficiency

From a Service perspective, we
had a number of successes. The
premium intermodal services
we initiated, including 48-hour
service between Chicago and
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Thanks to solid on-time performance
and service design improvements,
BNSF has increased its perishables
business by 6 percent since 2000
and by 28 percent since 1999. Per-
ishable commodities include fresh
fruit and vegetables, frozen foods,
cheese and other products that
move in refrigerated boxcars and
trailers. On-time performance for

all perishables business averaged
in the high 80s in 2001, with the

most service-sensitive segment of
the business performing at better
than 92 percent on-time. Service
design improvements include expe-
dited run-through service with
CSX for transcontinental perishable
shipments bound for East Coast
locations and use of existing capac-
ity on expedited automotive and
intermodal trains for perishable
shipments on certain corridors.
Significant service design improve-
ments also contributed to BNSF's
10 percent growth in Mexico busi-
ness during 2001.
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BNSF achieved record fuel effi-
ciency in 2001, handling 762
gross ton miles per gallon of fuel
in 2001, a 2 percent increase
over 2000 and 8 percent better
than 1996. This improvement in
fuel efficiency is due to BNSF’s
fleet of newer, more fuel-efficient
locomotives, sized to match

business demands; reduced idle
time; and other work practices
targeted to avoid unnecessary fuel
consumption. Another efficiency
initiative focused on improving
terminal and industry switching
operations, resulting in 8,500
fewer train starts and substantial
reductions in terminal “dwell
time” for railcars. The reduction
in train starts alone saved about

$10 million in 2001.

Southern California and
expansion of our guaranteed
service offerings, are industry
firsts and have attracted busi-
ness to rail that previously
moved on the highway.

We constantly strive to create
value for our customers, and we
realize that different customers
have different needs. Some cus-
tomers value speed of service,
while others emphasize consis-
tency over speed. In 2001, our
average of 89 percent on-time
performance met or exceeded
customer expectations for most
commodities, yet fell short for
other customers. BNSF is com-
mitted to providing consistent,
reliable transportation services
that meet each customer’s needs.
We are working to ensure we
clearly understand the unique
service needs of each customer
and we have the service prod-
ucts and infrastructure to address
those needs.

Our Service and Efficiency initia-
tives go hand-in-hand. As we
advance our efficiency and
streamline our processes, service
improvements will continue

to follow. One big opportunity
to improve efficiency includes
increasing our locomotive and
car velocities, in terms of the
average miles these assets travel
each day. These asset utilization
measures improve as we elimi-
nate pinch points and network
congestion. We also are making
strategic adjustments to our Ser-
vice Scheduling programs and
Transportation Service Plan to
help ensure that the “right car” is
on the “right train” every time to




Free Cash Flow 1995-2001
(after dividends, $ in millions)

Efficiency 1995-2001
(gross ton miles/employee, in millions)
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Negative free cash How of $1.654 billion in the first three years after the merger
reflects the capital program undertaken to provide shippers with improved service.
Cash flow turned positive in 1999, and has continued to increase since then.

meet customer expectations across
our 33,000 route-mile network.

Efficiency also involves control-
ling operating costs and other
expenses. We made continued
progress with efficiency initia-
tives in our Strategic Sourcing
group, with savings of about
$100 million over the past

two years. Our Mechanical
and Engineering groups also
improved productivity through
their Six Sigma, Lean and other
processes that remove "waste”
from maintenance procedures
associated with locomotives,
freight cars, track, signals and
bridges. These savings amounted
to well in excess of $100 mil-
lion in 2001.

In 2001, we expanded customer
incentive programs designed to
improve car utilization, includ-
ing increasing demurrage collec-
tions and reviewing our storage
policies for privately-owned
railcars. We've made significant
progress. At the same time,
we've raised standards for our-
selves, and have offered credits
to customers for service failures
in certain cases.

Our fuel initiatives were another
piece of good news, but they
did not offset the very high cost
of fuel we encountered during
the first nine months of 2001.
We achieved record fuel effi-
ciency in 2001, as you'll see in
the feature on page 8. When
fuel prices dropped to their low-
est point in two years, we took
advantage and hedged about 50
percent of our consumption for
the fourth quarter of 2001. As
of January 31, 2002, we had
hedged about 35 percent of our
2002 consumption.

One of the toughest decisions
we faced in 2001 was having

to reduce our workforce. We
eliminated 400 non-union
positions through a voluntary
early retirement window for
qualified employees and an
involuntary separation program
that included contractors. In
addition, we reduced our sched-
uled workforce by more than
1,000 positions. We had hoped
that we would be able to weather
the tough economic times
without having to make such

a cutback, but eventually the
stagnant economy and lack of

A key efficiency measure is the number of gross ton miles (GTMs) of freight
handled per employee. In 2001, BNSF handled 22.9 million GTMs/employee,
a 40 percent increase compared with 1995.

revenue growth necessitated
these reductions.

In October, we announced a
reorganization that reduced the
number of operating divisions
from 22 to 13 and removed
two layers of management from
field operations. These changes
improved the efficiency and
accountability of our operation.

All of these improvements are
reflected in our record level of
efficiency, as expressed in gross
ton miles per employee, which
increased to 22.9 million, and in
our record free cash flow after
dividends of $443 million. These
achievements are further proof
that even as the economy slowed,
we were able to focus on some
key measures and improve on
last year’s record performance.

Summary

Finally, it is important to note
that the 60/30 Railroad Retire-
ment reform legislation was
overwhelmingly approved by
the House of Representatives
and the Senate, and was signed
into law by President Bush in
December 2001. Effective this




year, the legislation modernizes
the investment policies of the
Railroad Retirement system,
permitting enhanced benefits
for Railroad Retirement benefi-

ciaries while decreasing the pay-

roll tax burden on rail employers.

Benefits include reducing the
age at which employees with
30 years of service can retire to
age 60 from age 62, increasing
surviving spouses’ benefits, and
reducing the vesting period for
Railroad Retirement benefits.
We expect Railroad Retirement
reform to save BNSF about
$20 million in 2002 and this
amount will continue to increase
through 2005, when it could
represent about an $80 million
annual payroll tax savings.

Legislation is now being con-
sidered that would phase out
the 4.3-cent per gallon diesel
fuel tax, which only railroads
and barges still pay for the
nation’s deficit reduction pro-
gram. This tax costs BNSF
about $50 million annually.

In closing, I'd like to make a
couple of comments about
changes to our Board of
Directors. In September, we
announced the addition of
Alan L. Boeckmann, president
and chief executive officer of
Fluor Corporation, and Marc
E. Racicot, a partner with the
Bracewell & Patterson, L.L.P,
law firm, and chairman of the
Republican National Commit-
tee, to our Board. Both Alan
and Marc are excellent additions
to our Board, and we look
forward to their contributions

and guidance. Arnold Weber,
a Board member since 1986,
will retire in March 2002. We
extend our appreciation to him
for his counsel, wise insight
and economic advice during his
many years of dedicated service
on the Board.

[ also want to say something
about Rob Krebs’ intention

to retire from the Board of
Directors, effective with the
annual meeting in April. Rob’s
influence on the rail industry,
BNSF and its predecessor rail-
road, the Santa Fe Railway, is
immeasurable. His rigor, his
intelligence and his uncompro-
mising attention to customer
expectations and shareholder
value have set a very high stan-
dard for this company and a
legacy that will influence us for
decades to come. Rob was also
the key driver and architect
behind the Vision and Values
statements that appear on page
12. Developed in 1997, they
have shaped our corporate cul-
ture and value system, and
guide our decision-making

process. Rob has also been a

valued friend and mentor to
me, and he will be missed.

At the same time, we can all
take what we have learned from
Rob and from our experiences
of the past several years to
make this very successful fran-
chise even better. By focusing
on the fundamentals of our
business, we will become more
competitive. It’s that simple,
and that’s where we need to be.
We have a lot of strengths and,
most of all, an outstanding
workforce and Board of Direc-
tors, whose daily support and
commitment give me confi-
dence in our future success.
When the economic rebound
occurs, we will be in a position
to make great progress.

ks & Come

Matthew K. Rose
CEO and President
February 20, 2002
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BNSF Chairman Robert D. Krebs
will retire from the Burlington
Northern Santa Fe Corporation
Board of Directors in April 2002,
after a distinguished career in the
rail industry.

A native of Sacramento, California,
Rob joined the Southern Pacific
Transportation Company (SP} in
June 1966, after receiving his
Master of Business Administration
at Harvard Business School. He
worked for SP in various operations
positions and became vice presi-
dent of operations in 1980. In
1982, he was named president of
SP Transportation Company. In
addition, in the following 20 years,
he served as president, chief execu-
tive officer or chairman of Santa
Fe Southern Pacific Corp., Santa
Fe Pacific Corp., and the Atchison,
Topeka and Santa Fe Railway.

When Santa Fe Pacific Corp.
merged with Burlington Northern
Inc. in September 1995 to form
the Burlington Northern Santa Fe
Corporation, Rob was named
president and chief executive
officer. In April 1997, he was
asked to serve also as chairman
of BNSF, a role he has served
ever since.

Throughout his career, Rob has
been praised as a visionary leader
in the rail industry, as reflected in
the following quotes:

“He’s savvy and smart. | think
he’s the logical choice and a
good one.”

- Jeff Stone, analyst for
Wertheim Schroeder & Co.,
quoted July 29, 1987, in the
Chicago Tribune, on Rob's
promotion to president and
chief executive of Santa Fe
Southern Pacific

“He is the best railroad top exec-
utive over the past five years when
you look at service to customers,
cutting costs and improving share-
holder value.”

— NatWest Securities Corp.
Analyst Michael Lloyd,
quoted March 10, 1995, in
the Wall Street Journal

“He is probably the single best
person in the industry to be in the
role he is in. From a capability
standpoint, there is no one better
out there.”

- James Higgins, analyst with
Donaldson, Lufkin & Jenrette,
quoted July 21, 1995, in the
Journal of Commerce, on
Rob’s designation as president
of the planned Burlington
Northern Santa Fe Corporation

“He seems to be a shining star in
the industry. One thing I've found
out about him from talking with
his upper-echelon managers is
that he has a great capacity for
handling information. He's a
tireless worker...”

— James Hogan, general
chairman of the Brotherhood
of Locomotive Engineers,
quoted July 21, 1995, in the

Journal of Commerce

“[Mr. Krebs is a] very straight
shooter. He has one of the highest
levels of integrity of any railroad
CEO. He's very good at sefting
realistic expectations. You never
question where Rob Krebs stands
on an issue.”

- James Valentine, analyst for
Salomon Brothers, quoted
July 21, 1995, in the

Journal of Commerce

“It is extraordinarily rare to have
a CEO who works an issue [such

as safety] for such a long time. He
would be out of the ordinary.”
~ Jeff Lenn, professor of strate-

gic management and public
policy, George Washington
University, quoted Oct. 14,
1997, in the Washington Post
on BNSF's safety culture

“If you were to be employed by «

railroad, invest in one, or ship over
one in the century now starting,
just what sort of person would you
want leading that enterprise? Well,
you’d want someone with vision,
who can see beyond today and
imagine a different, and better,
tomorrow.... You'd want someone
who has been tested by adversity
and grown both as a man and a
leader. You’d want someone who
has his story straight and tells
everyone the same thing. In other
words, you’d want someone at
least a bit like Rob Krebs.”

- Fred Frailey, journalist and
rail industry observer, in “Dawn
of a New Age,” for Trains
magozine, January 2001

“For me, the excitement of the job

is when you see the success,

the renaissance of an industry.”
- Rob Krebs
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In 1997, BNSF's senior management team, led by Chairman Rob Krebs,

developed a set of core values to complement BNSF's vision. These values

(see below) define and shape BNSF's culture. A two-day workshop on

Vision and Values was presented in 1998 to salaried employees. A follow-up

class, “Values in Action,” offered in 2000 and 2001 demonstrated how

these values shape BNSF's leadership and management style. Vision and

Values influences many aspects of BNSF, from transportation and marketing

decisions to town hall meetings to recognition programs.

Style
As a Community, we are:
« Tough-minded optimists
» Decisive yet thorough
» Open and supportive, and
» Confident and proud of

our success

Liberty

As a member of the BNSF
Community, each of us has the
right to:

« A safe work environment—
for the sake of ourselves, our
co-workers, our shippers and
the communities we serve

Feel the satisfaction that comes

from a job well done—by
using our talent, judgment and
initiative, and by performing

to our fullest potential

Express our individualism,
ideas and concerns—consistent
with the Community’s Vision
and Shared Values, to anyone
in the Community without fear

of retribution

Participate fully in life outside
of work—by enjoying the fruits

of our own labor

Shared Values
As a Community, BNSF values:

+ Listening to customers and
doing what it takes to meet
their expectations

+ Empowering employees and
showing concern for their
well-being, and respect for
their talent and achievements

« Continuously improving by
striving to do the right thing
safely and efficiently

+ Celebrating our rich heritage
and building on our success as
we shape our promising future

Efficiency
Efficiency is the best collective appli-
cation of our resources to meet our
customers’ expectations. Each of us
contributes to efficiency when we:
» Understand our customers’
expectations and priorities
* Help develop business processes
that best match BNSF resources
with our customers’ requirements
« Constantly monitor and
measure our results in order
to continuously improve
» Manage our Community’s
resources as if they were
our own

Equality
As a member of the BNSF
Community, | can expect:
» To be treated with dignity
and respect
» To be given equal access
to tools, training and
development opportunities
+ To have equal opportunity to
achieve my full potential

Community
BNSF is a Community of about
39,000 mutually dependent
members. Each one of us depends
upon BNSF for our livelihood,
and through our collective efforts,
BNSF depends upon us to
defend, sustain and strengthen
our Community. We are an
effective Community when each
of us:
» Believes in our Vision and
embraces our Shared Values
» Knows our own role and
strives to fulfill it
* Respects, trusts and openly
communicates with other
Community members
« Is proud of our heritage and
confident in our future
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Revenue Table

The following table presents BNSF’s revenue information by commodity for the years ended December 31, 2001, 2000 and
1999, and includes certain reclassifications of prior year information to conform to current year presentation.

Average Revenue

Revenues Cars / Units Per Car / Unit
2001 2000 1999 2001 2000 1999 2001 2000 1999
(IN MILLIONS) (IN THOUSANDS)

Consumer Products $3,356 $3,405 $3,197 3,752 3,850 3,597 $ 894 $ 884 $ 889
Coal 2,123 2,131 2,226 2,133 2,023 2,123 995 1,053 1,049
Industrial Products 2,080 2,114 2,108 1,442 1,501 1,508 1,442 1,408 1,398
Agricultural Products 1,531 1,462 1,543 828 793 836 1,849 1,844 1,846
Total Freight Revenues 9,090 9,112 9,074 8,155 8,167 8,064 $1,115 $1,116 $1,125
Other Revenues 118 95 121

Total Operating Revenues $9,208 $9,207 $9,195

Menagement’s Discussion And Analysis
Of Financial Condition
And Results Of Operations

Management’s discussion and analysis relates to the finan-
cial condition and results of operations of Burlington
Northern Santa Fe Corporation and its majority-owned
subsidiaries (collectively, BNSF or Company). The princi-
pal subsidiary of BNSF is The Burlington Northern and
Santa Fe Railway Company (BNSF Railway). All earnings
per share information is stated on a diluted basis.

Results Of Operations

Year Ended December 31, 2007 :
Compared With Year Ended December 31, 2000
BNSF recorded net income for 2001 of $731 million, or
$1.87 per share, after a first quarter extraordinary charge of
$6 million, net of tax, related to the early extinguishment

of a debrt obligation, compared with net income for 2000
of $980 million, or $2.36 per share. The decrease in net
income and earnings per share is primarily due to a $353
million decrease in operating income and $75 million in
losses related to non-rail investments. The decrease in operat-
ing income reflects increased compensation and benefits
costs, higher fuel expenses and higher materials and other
costs, which included a $66 million fourth quarter charge
for workforce reduction related costs. The favorable effect of
the common stock repurchase program on earnings per share
partially offset lower earnings in 2001 (see Liquidity and
Capital Resources: Common Stock Repurchase Program).

Revenues
Total revenues of $9,208 million for 2001 were essentially
flat compared with 2000. In 2001, the sluggish economy

hampered BNSF’s revenue growth; although, based on
reporting to the Association of American Railroads (AAR),
BNSF’s share of the western United States rail traffic market
remained essentially unchanged at approximately 43 percent.

Consumer Products revenues of $3,356 million for 2001
were $49 million, or 1 percent, less than 2000 due to
decreased loadings in the less-than-truckload (ITL) sector
and the loss in Jate 2000 of some automotive contract busi-
ness as well as decreases in the automotive sector as a result
of sluggish industry-wide sales. Additionally, a significant
automotive contract was lost at the end of the third quarter
of 2001 and is expected to affect future automotive rev-
enues. These declines were partially offset by a ten percent
growth in the intermodal truckload business, increased
international revenues, increases in dry boxcar business due
to strong beverage shipments, and a $32 million favorable
transportation contract settlement in automotive revenues.

Coal revenues of $2,123 million for 2001 decreased $8 mil-
lion from 2000 revenues of $2,131 million. The decrease

in revenues was primarily a result of lower revenue per car
on certain contract renewals, partially offset by a six percent
increase in coal tons shipped due to colder weather, tight
eastern coal supplies and high natural gas prices.

Industrial Products revenues of $2,080 million for 2001 were
$34 million, or 2 percent, lower than 2000, despite increased
revenue per car as a result of selected price increases and
increased length of haul. Revenues for the year fell due

to continued production cutbacks affecting most sectors.
These decreases were partially offset by increases in the
petroleum products sector resulting from increased liquified
petroleum gas (LPG) and asphalt shipments.




Agricultural Products revenues of $1,531 million for 2001
were $69 million, or 5 percent, higher than revenues for
2000 primarily due to an increased demand for corn,
soybean and oilseed/meals, partially offset by a decline in
fertilizer shipments. Additionally, average revenue per car
increased due to increases in length of haul.

Expenses
Year Ended December 31, 2001 2000 1999
(IN MILLIONS)

Compensation and benefits $2,850 $2,729 $2,772
Purchased services 1,084 1,024 1,051
Depreciation and amortization 909 895 897
Equipment rents 740 742 752
Fuel 973 932 700
Materials and other 897 777 818

Total operating expenses $7,453 $7,099 $6,990

$ 463 $ 453 $ 387
$ 110 $ 70 $§ (1)

Interest expense

Other expense (income), net

Total operating expenses for 2001 were $7,453 million, an
increase of $354 million, or 5 percent, over 2000 primarily
due to: (i) increased compensation and benefits of $121
million related to higher wages and increased health and
welfare costs offset by efficiency gains as measured by gross
ton-miles (GTM) per employee and reduced headcounts;
(i1) workforce reduction related costs of $66 million; (iii)
higher fuel prices; and (iv) flooding in the upper Midwest
and more severe winter weather conditions early in 2001
which increased expenses compared to 2000.

Compensation and benefits expenses of $2,850 million were
$121 million, or 4 percent, higher than 2000 primarily due
to wage rate increases and higher benefit rates. In addition,
scheduled wages were significantly higher in the first and sec-
ond quarters as a result of more severe weather conditions
requiring increased maintenance and additional crews. These
increases were partially offset by lower employment levels.

Purchased services of $1,084 million for 2001 were $60 mil-
lion, or 6 percent, higher than 2000 due to higher ramping
expenses incurred as a result of new services added which
improve efficiency and safety at the intermodal ramp facili-
ties, decreased recoveries as compared with the prior year,
increased legal expense primarily related to coal rate dis-
putes, higher contract equipment maintenance costs due to
more locomotives under maintenance contracts, increased
haulage expense, and increased other expenses as a result of
flooding in the upper Midwest in the early part of the year.

Depreciation and amortization expenses of $909 million
for 2001 were $14 million, or 2 percent, higher than
2000 primarily due to a higher capital base.

Equipment rents expenses for 2001 of $740 million were $2
million lower than 2000 reflecting reduced equipment levels,

including cars, trailers, containers and automotive equipment.

Fuel expenses of $973 million for 2001 were $41 million, or
4 percent, higher than 2000 primarily as a result of a 3-cent
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increase in the average all-in cost per gallon of diesel fuel.
Consumption in 2001 was 1,177 million gallons compared
with 1,173 million gallons in 2000, However, GTM per
gallon increased to 762 from 746, or 2 percent, compared
with 2000, attributable to newer locomotive fleet, fuel
economy initiatives during the year, and commodity mix.
The 3-cent increase in the average all-in cost per gallon of
diesel fuel is net of a 6-cent decrease in the average pur-
chase price more than offset by a 9-cent decrease in the
hedge benefit per gallon as compared with a 13-cent hedge
benefit in 2000.

Materials and other expenses of $897 million for 2001 were
$120 million, or 15 percent, higher than 2000 principally
reflecting: (i) workforce reduction costs of $66 million
incurred in the fourth quarter of 2001 for severance, pen-
sion, medical, benefit and other related costs for approxi-
mately 400 positions (see Other Matters: Employee Merger
and Separation Costs); (ii) increases in environmental and
casualty expenses compared with 2000; (iii) lower income
from easements; and (iv) increased costs caused by flooding
in the upper Midwest and higher utilities as a result of higher
rates and increased consumption due to more severe winter
weather conditions early in 2001. Additionally, during 2000
the Company incurred $42 million of charges due to employee
related severance, medical and other benefir costs and the loss
of previously carned state tax incentives.

Interest expense of $463 million for 2001 was $10 mil-
lion, or 2 percent, higher than 2000 reflecting higher

average debt levels, partially offset by lower interest rates.

Other expense was $40 million higher compared with 2000
primarily due to $75 million in losses recognized related

to non-rail investments and fewer land sales in 2001. The
non-rail investments consisted of FreightWise, Inc., an Internet
transportation exchange; Pathnet Telecommunications, Inc.,
a telecommunications venture; a portfolio of other non-core
real-estate investments; and a decline in the cash surrender
value of company owned life insurance policies. Offsetting
the above were $20 million of the 2000 expenses related to
the termination of the proposed BNSF business combination

with Canadian National Railway Company (CN).

Year Ended December 31, 2000

Compared With Year Ended December 31, 1999

Net income in 2000 was $980 million, or $2.36 per share,
compared with $1,137 million, or $2.44 per share, for
1999. The decrease in earnings per share is primarily due
to the effect on net income of a $232 million increase in
fuel expenses and recognition in 1999 of a gain of $50
million pretax in connection with prior period line sales,
less costs of $13 million pretax related to those sales, par-
tially offset by the favorable effect of the common stock
repurchase program (see Liquidity and Capital Resources:
Common Stock Repurchase Program).

Revenues
Total revenues for 2000 were $9,207 million or $12 million
higher than 1999 revenues of $9,195 million. The $12 mil-

lion increase primarily reflects increases in the Consumer




and Industrial Products sectors partially offset by lower Coal
and Agricultural Products revenues. Average revenue per
car/unit decreased in 2000 to $1,116 from $1,125 in 1999.
Volumes increased for the year but experienced a general
slowing late in 2000 based on economic conditions which
continued into 2001. During 2000, based on reporting to
the AAR, BNSF’s share of the western United States rail traf-
fic market decreased 0.4 point to 43.1 percent.

Consumer Products revenues of $3,405 million improved
$208 million, or 7 percent, compared with 1999 reflecting
increases in the automotive, international, truckload, and
perishable sectors, partially offset by decreases in the inter-
modal marketing companies (IMC) and direct marketing
sectors. International revenues were up due to high levels

of Trans-Pacific trade as well as market share gains. The growth
in perishables was from the success of new service offerings
and a partial recapture of the truck market. Automotive rev-
enues increases were reflected by industry-wide automobile
production for most of the year and more profitable longer
haul traffic despite essentially flat volumes year-over-year.
Increases in truckload revenues were partially offset by
decreases in the direct marketing sector due to decreased
loadings within the LTL sector and in the IMC sector due

to pricing pressures and strong over the road competition.

Coal revenues of $2,131 million for 2000 decreased $95
million, or 4 percent, as a result of volume decreases due
to a decrease in demand as a result of milder weather and
high customer inventories that affected shipments for
most of the year, while 1999 benefited from an inventory
build up in preparation for possible Year 2000 outages.

Industrial Products revenues of $2,114 million for 2000
were $6 million higher than 1999 due to increases from the
metals and minerals sectors, partially offset by decreased
chemicals, forest products and machinery revenues. The
metals sector increases were a result of a strong market for
steel and increases in minerals were due to higher demand
for clay and sand used in domestic oil production. These
increases were partially offset by decreased shipments of
industrial chemicals, softness in the forest products sector,
and lower shipments of heavy machinery.

Agriculeural Products revenues of $1,462 million for 2000
were $81 million, or 5 percent, lower than 1999 primarily
due to weaker corn export shipments to the Pacific Northwest
and Mexico, and decreased shipments of Gulf and Pacific
Northwest wheat, both caused by worldwide crop competition.
Revenues were also lower as a result of decreased shipments of
bulk foods due to an oversupply of sugar and supplier price
competition in the syrup market which resulted in less traffic.

Expenses

Total operating expenses for 2000 were $7,099 million,
an increase of $109 million, or 2 percent, compared with
operating expenses for 1999 of $6,990 million, despite a
$232 million increase in fuel expenses.

Compensation and benefits expenses of $2,729 million
were $43 million, or 2 percent, lower than 1999 primarily

due to lower employment levels and reduced incentive
expense partially offset by increased base wages.

Purchased services of $1,024 million for 2000 were $27
million, or 3 percent, lower than 1999 primarily as a resule
of decreased joint facility and contract switching charges
as well as recoveries related to prior periods. This decrease
was partially offset by increased contract equipment main-
tenance costs due to an increase in the number of locomo-
tives under maintenance contracts and volume-related
increases in ramping expenses.

Equipment rents expenses of $742 million were $10 mil-
lion, or 1 percent, lower than 1999 as a result of lower lease
rates on rail cars as well as a decrease in the number of
leased agricultural commodity and coal cars, partially offset
by increased locomotive rental expense.

Fuel expenses of $932 million for 2000 were $232 million,
or 33 percent, higher than 1999, as a result of a 20-cent
increase in the average all-in cost per gallon of diesel fuel,
partially offset by a one percent decrease in consumption
from 1,187 million gallons to 1,173 million gallons. The
increase in the average all-in cost per gallon of diesel fuel
includes a 34-cent increase in the average purchase price,
partially offset by the increase in hedge benefic of 13 cents
per gallon compared with additional expense from hedging
of 1-cent per gallon in 1999.

Materials and other expenses of $777 million for 2000 were
$41 million, or 5 percent, lower than 1999 principally
reflecting; (i) reorganization costs of $48 million incurred in
the second quarter of 1999 for severance, pension, medical
and other benefit costs for approximately 325 involuntarily
terminated salaried employees (see Other Matters: Employee
Merger and Separation Costs); (i} lower cutrent year envi-
ronmental expenses and other materials costs compared with
1999; and (i) higher current year gains from easemnent sales.
Offsetting these decreases were: (i) $22 million of employee-
related severance, medical and other benefit costs recorded in
the second quarter of 2000 for approximately 150 involunrarily
terminated employees, primarily material handlers in mechani-
cal shops and trainmen reserve boards; (ii) $54 million credit
for the reversal of certain liabilities associated with the consol-
idation of clerical functions in the second quarter of 1999
{see Other Matters: Employee Merger and Separation Costs);
(iii) the loss of previously earned state rax incentives in the
second quarter 2000; and (iv) higher costs in 2000 related o
the maintenance of leased equipment.

Interest expense for 2000 of $453 million increased $66
million, or 17 percent, principally reflecting higher debt
levels resulting from the Company’s share repurchase
program and higher interest rates. Total debr increased to
$6,846 million at December 31, 2000, from $5,813 mil-
lion at December 31, 1999.

Other expense was $71 million higher compared with 1999
primarily due to a $50 million pretax deferred gain recognized
during 1999 in connection with the sale of rail lines in
southern California in 1992 and 1993, and the recognition
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in 2000 of $20 million pretax of expenses related to the
termination of the proposed combination with CN.

Liquidity And Capital Resources

Cash generated from operations is BNSE’s principal source
of liquidity. BNSF generally funds any additional liquidity
requirements through debt issuance including commercial
paper, through the leasing of assets, and through the sale of
a portion of its accounts receivable.

Operating Activities

Net cash provided by operating activities was $2,197 million
during 2001 compared with $2,317 million during 2000.
The decrease in cash from operations was primarily due to a
decrease in net income and deferred income taxes, and the
receipt of a non-recurring $43 million special dividend from
the Company’s equity investment in TTX Company in the
first quarter 2000. The decrease was partially offset by a
$105 million increase in cash from operations resulting from
changes in working capital. During 2001, the Company sold
an additional $25 million of its accounts receivable under
the accounts receivable sales program (A/R sales program).

Investing Activities

Net cash used for investing activities was $1,564 million
during 2001 compared with $1,680 million during 2000.
The decrease in cash used primarily reflects the temporary
acquisition of equipment in 2000 that the Company ulti-
mately sold and leased back through operating leases in
2001 and 2000 expenditures relating to FreightWise, Inc.
These reductions are partially offset by an increase in cash
capital expenditures.

A breakdown of cash capital expenditures during 2001, 2000
and 1999 is set forth in the following table:

Year Ended December 31, 2001 2000 1999
(IN MILLIONS)
Maintenance of way $ 968 §$ 835 $ 810
Mechanical 183 221 240
Information services 69 66 74
Other 101 144 151
Total maintenance of business 1,321 1,266 1,275
New locomotives and freight cars - - 261
Expansion and other 138 133 252
Total $1,459 $1,399 $1,788

BNSF acquired all of the 100 locomotives it committed to
acquire in 2001 through operating leases.

Financing Activities

Net cash used for financing activities during 2001 was $618
million primarily related to common stock repurchases of
$317 million, a net reduction in borrowings of $206 mil-
lion and dividend payments of $190 million, partially off-
set by proceeds of $113 million resulting from the exercise
of 5.3 million stock options.

In March 2001, $100 million of 33-year remarketable

bonds issued in 1998 were called by the holder of the call
option. BNSF subsequently purchased the option from
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the holder and retired the bonds and incurred an extra-
ordinary loss of $6 million, net of tax, due to early retirement.
Additionally, in March 2001, BNSF issued a $12 million,
5.96 percent note due April 2004.

In May 2001, the Company increased the amount of debt
securities under its shelf registration, enabling it to issue debt
securities in one or more series at an aggregate offering price
not to exceed $1 billion, and issued $400 million of 6.75 per-
cent notes due July 15, 2011. The net proceeds of the debt
issuance were used for general corporate purposes including
the repayment of outstanding commercial paper. Subsequent
to this debt issuance, the Company had $600 million of
capacity under the May 2001 shelf regiscration statement.

In February 2000, a put option on $100 million of medium-
term notes paying a coupon of 6.10 percent was exercised
by the holders and the Company repaid the holders pri-

marily with proceeds from the issuance of commercial paper.

In April 2000, BNSF issued $300 million of 7.88 percent
notes due April 2007 and $200 million of 8.13 percent
debentures due April 2020. The net proceeds of the debt
issuance were used for general corporate purposes including
the repayment of outstanding commetcial paper which
increased primarily as a result of higher share repurchases.
At the time of issuing the $300 million of 7.88 percent
notes and the $200 million of 8.13 percent debentures
discussed above, the Company closed out two treasury
lock transactions, each in an amount of $100 million, at
gains of approximately $9 million and $13 million, respec-
tively, which have been deferred and are being amortized
to interest expense over the lives of the notes and the deben-
tures, respectively.

In April 2000, BNSF Railway issued $50 million of pri-
vately placed debt collateralized by locomotives that were
acquired in 1999. This debt carries an interest rate of 7.77
percent and has annual maturities through 2015.

In August 2000, BNSF issued $275 million of 7.95 percent
debentures due August 2030. The net proceeds were used
for general corporate purposes including the repayment of
outstanding commercial paper, which increased primarily as
a result of higher share repurchases. At the time of issuing
these debentures, the Company closed out a treasury lock
transaction in the amount of $100 million at a gain of
approximately $8 million, which has been deferred and is
being amortized to interest expense over the 30-year life of
the debentures.

In December 2000, BNSF issued $300 million of 7.13
percent notes due December 2010. The net proceeds were
used for general corporate purposes including the repay-
ment of outstanding commercial paper, which increased
primarily as a result of higher share repurchases. At the
time of issuing these notes, the Company closed out a
treasury lock transaction in the amount of $100 million
at a gain of approximately $5 million, which has been
deferred and is being amortized to interest expense over
the 10-year life of the notes.




Aggregate long-term debt to mature in 2002 is $288 mil-
lion. BNSF’s ratio of total debrt to total capital was 45.9
percent at December 31, 2001, compared with 47.8
percent at December 31, 2000, and 41.6 percent at
December 31, 1999.

Free Cash Flow

BNSF generated free cash flow (calculated as cash flow from
operations less capital expenditures, other investing activities
and dividends paid) of $443 million, $431 million and
$260 million during 2001, 2000 and 1999, respectively.

Dividends

Common stock dividends declared were $0.48 per share
annually for 2001, 2000 and 1999. Dividends paid on com-
mon stock were $190 million, $206 million and $224 mil-
lion during 2001, 2000 and 1999, respectively. On January
17, 2002, the Board of Directors (the Board) declared a
quarterly dividend of 12 cents per share on outstanding
shares of common stock, $0.01 par value, payable April 1,
2002, to stockholders of record on March 11, 2002,

Common Stock Repurchase Program

In July 1997, the Board authorized the repurchase of up to
30 million shares of the Company’s common stock from
time to time in the open market. In December 1999, April
2000 and September 2000, the Board authorized exten-
sions of the BNSF share repurchase program, adding 30
million shares at each date to the total shares previously
authorized bringing BNSF’s share repurchase program to
120 million shares. During 2001, 2000 and 1999, the
Company repurchased approximately 11 million, 65 mil-
lion, and 22 million shares, respectively, of its common
stock at average prices of $27.76 per share, $23.16 per

. share, and $31.08 per share, respectively. Total repurchases
through December 31, 2001, were 103 million shares at
a total average cost of $25.74 per share, leaving 17 million
shares available for repurchase out of the 120 million
shares authorized.

Llong Term Debt And Lease Obligations

The Company’s business is capital intensive. BNSF has his-
torically generated a significant amount of cash from operat-
ing activities which it uses to fund capital additions, service
debt and pay dividends. Additionally, the Company relies on
access to the debt and leasing markets to finance a portion
of capital additions on a long-term basis. Free cash flow has
also been used in recent years to repurchase common stock.

The Company utilizes a commercial paper program backed
by bank revolving credit agreements to manage liquidity
needs. The information below summarizes the more signif-
icant obligations of the Company at December 31, 2001.
For 2002 and the foreseeable future, the Company expects
that cash flow from operating activities, access to capital
markets and bank revolving credit agreements will be suffi-
cient to enable the Company to meet its obligations when
due. The Company believes these sources of funds will also
be sufficient to fund capiral additions that are necessary to
maintain its competitiveness and position the Company
for future revenue growth.

The Company’s ratio of earnings to fixed charges was 2.73
times for the year ended December 31, 2001. Additionally,
the Company’s ratio of net cash flow provided by operating
activities divided by total average debt was 33 percent for
the year ended December 31, 2001.

The following table summarizes the Company’s obliga-
tions under long-term debt and lease obligations at
December 31, 2001:

Payments Due By Period
1 Year 2-3 4-5 There-
Total or Less Years Years after
(IN MILLIONS)

$ 5979 $221 § 248 $1,132 $4,378

Long-term deb¢®
Capital lease

obligations® 856 107 214 205 330
Operating leases™ 5,187 404 769 668 3,346
Toral $12,022 $732 $1,231 $2,005 $8,054

{a) Excluding capital lease obligations

(b) Gross payments due which include an interest component

In addition to the obligations described above, the Company
acts as guarantor for certain debt and lease obligations of
others. BNSF does not expect to perform under these
guarantees in the foreseeable future. See Notes 9 and 11

to the Consolidated Financial Statements.

In the normal course of business, the Company enters into
long-term contractual requirements for future goods and
services needed for the operations of the business. Such
commitments are not in excess of expected requirements
and are not reasonably likely to result in performance
penalties or payments that would have a material adverse
affect on the Company’s liquidity.

Credit Agreements

BINSF issues commercial paper from time to time which is
supported by revolving credit agreements. At December 31,
2001 and 2000, there were no bank borrowings against
the revolving credit agreements. Outstanding commercial
paper balances are considered as reducing the amount of
borrowings available under these agreements. The bank
revolving credit agreements allow borrowings of up to
$1.75 billion. Borrowing rates are based upon: (i) LIBOR
plus a spread determined by BNSF’s senior unsecured debt
ratings, (ii) money market rates offered at the option of
the lenders, or (iii) an alternate base rate. The Company
generally classifies commercial paper as long-term to the
extent of its borrowing capacity under these facilities.
The commitments of the lenders under the short-term
agreement allow borrowings of up to $1.0 billion and are
scheduled to expire in June 2002. The Company has the
ability to have any amounts then outstanding mature as
late as June 2003. The remaining $750 million of commit-
ments of the lenders under the long-term agreement are
scheduled to expire in June 2005. Annual facility fees for
the short-term and long-term facilities are currently 0.1
percent and 0.125 percent, respectively, and are subject to
change based upon changes in BNSF’s senior unsecured
debt ratings.




The maturity value of commercial paper outstanding at
December 31, 2001, was $416 million, reducing the total
capacity available under the revolving credit agreements to
$1,334 million. BNSF must maintain compliance with certain
financial covenants under its revolving credit agreements.

The revolving credit agreements include covenants and events
of default typical for this type of facility, including a minimum
consolidated tangible net worth test, a maximum debt/capital
test, and a $75 million cross-default provision. At December 31,
2001, the Company was in compliance with its debt covenants.
BNSF’s tangible net worth is $3.4 billion greater than the
minimum consolidated tangible net worth required under the
agreement, and the maximum debt/capital test provides
approximately $4.6 billion of debt capacity above BNSF’s
outstanding debt as of December 31, 2001, before an event
of default would occur under these covenants. With the
exception of a voluntary bankruptey or insolvency, any event
of default has either or both, a cure period or notice require-
ment before termination of the agreements. A voluntary
bankruptcy or insolvency would be considered an immediate
termination event.

Sale Of Accounts Receivable

BNSF’s A/R sales program, as described in Note 6 of the
Consolidated Financial Statements, includes a provision
that allows the institutions participating in this program,
at their option, to cancel the program if BNSF Railway’s
senior unsecured credit rating falls below investment grade.
Upon cancellation, BNSF would not be able to sell addi-
tional receivables under this program. If such event were
to occur, BNSF would expect to have sufficient liquidicy
remaining under its revolving credit agreements to fund
the full amount of securities outstanding under the sales
program. The receivable facility expires in 2002 and the
Company intends to renew this facilicy under similar terms.

The Company is not aware of any pending significant
adverse changes to its credit rating that would cause it
or BNSF Railway to fall below investment grade.

Other Matters

Casvalty And Environmental

Personal injury claims, including work-related injuries to
employees, are a significant expense for the railroad industry.
Employees of BNSF are compensated for work-related injuries
according to the provisions of the Federal Employers’ Liability
Act (FELA). FELA’s system of requiring the finding of fault,
coupled with unscheduled awards and reliance on the jury
systern, contributed to significant increases in expense in past
years. BNSF has implemented a number of safety programs to
reduce the number of personal injuries as well as the associated
claims and personal injury expense. BNSF made payments for
personal injuries of approximately $173 million, $178 million
and $179 million in 2001, 2000 and 1999, respectively. At
December 31, 2001 and 2000, the Company had recorded lia-
bilities of $458 million and $436 million, respectively, related
to both asserted and unasserted personal injury claims.

The Company’s operations, as well as those of its competitors,
are subject to extensive federal, state and local environmental
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regulation. BNSF’s operating procedures include practices
to protect the environment from the risks inherent in rail-
road operations, which frequently involve transporting
chemicals and other hazardous materials. Additionally,
many of BNSF’s land holdings are and have been used for
industrial or transportation-related purposes or leased to
commercial or industrial companies whose activities may
have resulted in discharges onto the property. As a result,
BNSF is subject to environmental cleanup and enforce-
ment actions. In particular, the Federal Comprehensive
Environmental Response, Compensation and Liability Act
of 1980 (CERCLA), also known as the Superfund law, as
well as similar state laws generally impose joint and several
liability for cleanup and enforcement costs on current and
former owners and operators of a site without regard to
fault or the legality of the original conduct. BNSF has been
notified that it is a potentially responsible party (PRP) for
study and cleanup costs at approximately 30 Superfund
sites for which investigation and remediation payments are
or will be made or are yet to be determined (the Superfund
sites) and, in many instances, is one of several PRPs. In
addition, BNSF may be considered a PRP under certain
other laws. Accordingly, under CERCLA and other federal
and state statutes, BNSF may be held jointly and severally
liable for all environmental costs associated with a particu-
lar site. If there are other PRPs, BNSF generally partici-
pates in the cleanup of these sites through cost-sharing
agreements with terms that vary from site to site. Costs
are typically allocated based on relative volumetric contri-
bution of material, the amount of time the site was owned
or operated, and/or the portion of the total site owned or
operated by each PRP.

Environmental costs include initial site surveys and environ-
mental studies of potentially contaminated sites as well

as costs for remediation and restoration of sites determined
to be contaminated. Liabilities for environmental cleanup
costs are initially recorded when BNSF’s liability for environ-
mental cleanup is both probable and a reasonable estimate
of associated costs can be made. Adjustments to initial esti-
mates are recorded as necessary based upon additional infor-
mation developed in subsequent periods. BNSF conducts
an ongoing environmental contingency analysis, which
considers a combination of factors including independent
consulting reports, site visits, legal reviews, analysis of the
likelihood of participation in and the ability of other PRPs

to pay for cleanup, and historical trend analyses.

BNSF is involved in a number of administrative and judi-
cial proceedings and other mandatory cleanup efforts at
approximately 390 sites, including the Superfund sites,
at which it is participating in the study or cleanup, or
both, of alleged environmental contamination. BNSF paid
approximately $72 million, $49 million and $67 million
during 2001, 2000 and 1999, respectively, for mandatory
and unasserted cleanup efforts, including amounts
expended under federal and state voluntary cleanup pro-
grams. BNSF has recorded liabilities for remediation and
restoration of all known sites of $202 million at December
31, 2001, compared with $223 million at December 31,
2000. BNSF anticipates that the majority of the accrued




costs at December 31, 2001, will be paid over the next five
years. No individual site is considered to be material.

Liabilities recorded for environmental costs represent BNSFE’s
best estimates for remediation and restoration of these sites
and include both asserted and unasserted claims. Unasserted
claims are not considered to be a material component of the
liability. Although recorded liabilities include BNSEF’s best
estimates of all costs, withour reduction for anticipated recov-
eries from third parties, BNSF’s total cleanup costs at these
sites cannot be predicted with certainty due to various factors
such as the extent of corrective actions that may be required,
evolving environmental laws and regulations, advances in
environmental technology, the extent of other parties’ partici-
pation in cleanup efforts, developments in ongoing environ-
mental analyses related to sites determined to be contaminated,
and developments in environmental surveys and studies of
potentially contaminated sites. As a result, future charges to
income for environmental liabilities could have a significant
effect on results of operations in a particular quarter or fiscal
year as individual site studies and remediation and restoration
efforts proceed or as new sites arise. However, management
believes it is unlikely any identified matters, either individu-
ally or in the aggregate, will have a material adverse effect on
BNSF’s results of operations, financial position or liquidity.

Cther Claims And Litigation

BNSF and its subsidiaries are parties to a number of legal
actions and claims, various governmental proceedings and
private civil suits arising in the ordinary course of business,
including those related to environmental matters and per-
sonal injury claims. While the final outcome of these items
cannot be predicted with certainty, considering among
other things the meritorious legal defenses available, it is
the opinion of management that none of these items, when
finally resolved, will have a material adverse effect on the
results of operations, financial position or liquidity of
BNSF; although, an adverse resolution of a number of these
items could have a material adverse effect on the resules of
operations in a particular quarter or fiscal year.

Employee Merger And Separation Costs
Employee merger and separation costs activity was as follows
(in millions):

2001 2000 1999
$310 $356 $474

Beginning balance at January 1,

Accruals 30 22 29
Payments (55) (58 (93)
Other an (o (64

Ending balance at December 31, $274 $310 $356

Employee merger and separation liabilities of $274 million and
$310 million are included in the consolidated balance sheets at
December 31, 2001 and 2000, respectively, and principally
represent: (i) employee-related severance costs for the consoli-
dation of clerical functions, material handlers in mechanical
shops and trainmen on reserve boards; (ii) deferred benefits
payable upon separation or retirement to certain active con-
ductors, trainmen and locomotive engineers; and (iii) certain
non-union employee severance costs. Employee merger and

separation expenses are recorded in Materials and Other in
the consolidated income statements. At December 31, 2001,
$58 million of the remaining liabilities are included in current
liabilities for anticipated costs to be paid in 2002.

During the fourth quarter of 2001, the Company recorded
a $66 million charge including $61 million for workforce
reduction related costs. Of the $61 million, $30 million was
recorded in Employee Merger and Separation Costs and $31
million was recorded for benefits to be received under the
Company’s retirement and medical plans.

Consolidation Of Clerical Functions

Liabilities related to the consolidation of clerical functions
were $69 million and $96 million at December 31, 2001 and
2000, respectively, and primarily provide for severance costs
associated with the clerical consolidation plan adopted in 1995
upon consummation of the business combination of BNSF’s
predecessor companies Burlington Northern Inc. and Santa
Fe Pacific Corporation (the Merger). The consolidation plan
resulted in the elimination of approximately 1,500 permanent
positions and was substantially completed during 1999.

In 2001, 2000 and 1999, the Company recorded $6 mil-
lion, $10 million and $54 million, respectively, of reversals
for certain liabilities associated with the consolidation plan.
These liabilities related to planned workforce reductions
that are no longer required due to the Company’s ability to
place certain identified employees in alternate positions.
The remaining liability balance at December 31, 2001, rep-
resents benefits to be paid to affected employees who did
not receive lump-sum payments, but instead will be paid
over five to ten years or in some cases through retirement.

In the fourth quarter of 2001, the Company recorded a charge
of $9 million of costs related to the reduction of approxi-
mately 40 material handlers and other clerical positions. In
the second quarter of 2000, the Company recorded a charge
of $17 million for severance, medical and other benefit costs
related to approximately 140 material handlers in mechanical
shops. Liabilities remaining at December 31, 2001, related
to this program reflect elections to receive payments over the
next several years rather than lump-sum payments.

Conductors, Trainmen And Locomotive Engineers

Liabilities related to deferred benefits payable upon separation
or retirement to certain active conductors, trainmen and loco-
motive engineers were $170 million and $183 million at
December 31, 2001 and 2000, respectively. These costs were
primarily incurred in connection with labor agreements reached
prior to the Merger which, among other things, reduced train
crew sizes and allowed for more flexible work rules. In 2001,
the Company recorded a $5 million reversal of certain deferred
benefits payable to reflect a change in estimates.

In the second quarter of 2000, the Company incurred $3 mil-
lion of costs for severance, medical and other benefit costs
for approximately 50 trainmen on reserve boards. The remain-
ing reserve of less than $100 thousand at December 31,
2001, will be paid during the next year to severed employees
who elected to receive their payments over time.




Non-Union Employee Severance

Liabilities principally related to certain remaining non-
union employee severances resulting from the fourth quar-
ter 2001 workforce reduction, the second quarter 1999
reorganization, and the Merger were $35 million and
$30 million at December 31, 2001 and 2000, respectively.
These costs will be paid over the next several years based
on deferral elections made by the employees.

During the fourth quarter of 2001, the Company reduced
400 positions through severance, normal attrition and

the elimination of contractors. The Company recorded
$21 million of expenses for severance, medical and other
benefits associated with the costs of terminating 360
employees and approximately $31 million for benefits to
be received under the Company’s retirement and medical
plans. Substantially all of these planned reductions were
completed at December 31, 2001.

In the second quarter of 2000, the Company incurred $2

millien of costs for severance, medical and other benefit costs
for ten involuntarily terminated non-union positions. These
planned reductions were completed at December 31, 2000.

In the second quarter of 1999, the Company incurred $45
million of reorganization costs for severance, pension, med-
ical and other benefit costs for approximately 325 involun-
tarily terminated non-union employees. Components of the
costs include approximately $29 million relating to sever-
ance costs for non-union employees and approximately $16
million for benefits to be received under the Company’s
retirement and medical plans. Substantially all of the
planned reductions were made by September 30, 1999.

Hedging Activities

On January 1, 2001, BNSF adopted Statement of Financial
Accounting Standards (SFAS) No. 133, Accounting for
Derivative Instruments and Hedging Activities, and recorded a
cumulative transition benefit of $58 million, net of tax, to
Accumulated Other Comprehensive Income (AOCI). The
standard requires that all derivatives be recorded on the
balance sheet at fair value and establishes criteria for docu-
mentation and measurement of hedging activities.

The Company currently uses derivatives to hedge against
increases in diesel fuel prices and interest rates as well as
to convert a portion of its fixed-rate long-term debt to
floating-rate debt. The Company formally documents

the relationship between the hedging instrument and the
hedged item, as well as the risk management objective
and strategy for the use of the hedging instrumenc. This
documentation includes linking the derivatives that are
designated as fair value or cash flow hedges to specific
assets or liabilities on the balance sheet, commitments or
forecasted transactions. The Company assesses at the time
a derivative contract is entered into, and at least quarterly,
whether the derivative item is effective in offsetting the
changes in fair value or cash flows. Any change in fair
value resulting from ineffectiveness, as defined by SFAS
No. 133, is recognized in current period earnings. For
derivative instruments that are designated and qualify as
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cash flow hedges, the effective portion of the gain or loss
on the derivative instrument is recorded in AOCI as a sep-
arate component of stockholders’ equity and reclassified
into earnings in the period during which the hedge trans-
action affects earnings.

BNSF monitors its hedging positions and credit ratings
of its counterparties and does not anticipate losses due to
counterparty nonperformance.

Fuel

Fuel costs represented 13 percent of total operating
expenses during 2001 and 2000. Due to the significance
of diesel fuel expenses to the operations of BNSF and the
historical volatility of fuel prices, the Company maintains
a program to hedge against fluctuations in the price of

its diesel fuel purchases. The intent of the program is to
protect the Company’s operating margins and overall prof-
itabiliry from adverse fuel price changes by entering into
fuel-hedge instruments based on management’s evaluation
of current and expected diesel fuel price trends. However,
to the extent the Company hedges portions of its fuel pur-
chases, it may not realize the impact of decreases in fuel
prices. Conversely, to the extent the Company does not
hedge portions of its fuel purchases, it may be adversely
affected by increases in fuel prices. Based on annualized
fuel consumption during 2001 and excluding the impact
of the hedging program, each one-cent increase in the price
of fuel would result in approximarely $12 million of addi-
tional fuel expense on an annual basis.

The fuel-hedging program includes the use of derivatives
that are accounted for as cash flow hedges. As of
December 31, 2001, BNSF had entered into fuel swap
agreements utilizing Gulf Coast #2 heating oil to hedge
the equivalent of approximately 296 million gallons of
diesel fuel at an average price of approximately 57 cents
per gallon. Additionally, as of December 31, 2001, BNSF
had entered into costless collar agreements effective
through 2002 for the equivalent of approximately 50 mil-
lion gallons of diesel fuel at an average call price of
approximately 65 cents per gallon and an average put
price of approximately 57 cents per gallon. The above
prices do not include taxes, transportation costs, certain
other fuel handling costs, and any differences which
may occur from time to time between the prices of com-
modities hedged and the purchase price of BNSF’s diesel
fuel. At December 31, 2001, BNSF’s fuel-hedging pro-
gram covered an average of 31 percent of estimated fuel
purchases for 2002. Hedge positions are closely monitored
to ensure that they will not exceed actual fuel requirements
in any period.

As a result of adopting SFAS No. 133, the Company
recorded a cumulative transition benefit of $56 million,
net of tax, to AOCI related to deferred gains on transac-
tions as of January 1, 2001. Subsequent changes in fair
value for the effective portion of derivatives qualifying
as hedges are recognized in Other Comprehensive
Income (OCI) until the purchase of the related hedged

item is recognized in earnings, at which time changes in




fair value previously recorded in OCI are reclassified

to earnings and recognized in fuel expense. During 2001,
the Company recognized a loss of approximately $100
thousand related to the ineffective portion of derivatives
in fuel expense. At December 31, 2001, AOCI includes a
pretax loss of $4 million, all of which relates to derivative
transactions that will expire throughout 2002. Settled
fuel-hedging contracts are a $3 million payable and a
$50 million receivable at December 31, 2001 and 2000,
respectively, and are recorded in working capital.

BINSF measures the fair value of fuel swaps from daily for-
ward price data provided by various external counterparties.
To value a fuel swap, the Company uses a three-month
average of forward Gulf Coast #2 heating oil prices for the
period hedged. The fair value of fuel costless collars is cal-
culated and provided by the corresponding counterparty.

Between December 31, 2001 and January 31, 2002, the
Company entered into additional fuel hedge transactions
to hedge the equivalent of approximately 54 million gallons
of diesel fuel in 2002 at an average price of 55 cents per
gallon. At January 31, 2002, BNSF’s fuel-hedging program
covered approximately 35 percent of estimated fuel pur-
chases for 2002.

In addition, between December 31, 2001 and January 31,
2002, the Company entered into fuel swap agreements
utilizing West Texas Intermediate (WTI) crude oil to hedge
the equivalent of approximately 101 million and 50 million
gallons of diesel fuel for 2003 and 2004, respectively, at an
average price of $20.58 per barrel.

Interest Rate

From time to time, the Company enters into various interest
rate hedging transactions for the purpose of managing expo-
sure to fluctuations in interest rates and establishing rates in
anticipation of future debt issuances as well as to convert a
portion of its fixed-rate long-term debt to floating-rate debr.
The Company uses interest rate swaps as part of its interest
rate risk management strategy.

The cumulative transition benefit of adopting SFAS No. 133
as of January 1, 2001, included $2 million, net of tax, related
to deferred gains on closed-out derivatives which were used to
lock the treasury rate on anticipated borrowings. The deferred
gains for cash flow hedges in AOCI are being amortized to
interest expense over the amount remaining in AOCIL.

Cash Flow Hedges The Company uses interest rate swaps to
fix the LIBOR component of commercial paper. These swaps
are accounted for as cash flow hedges under SFAS No. 133
and qualify for the short cut method of recognition. As of
December 31, 2001, BNSF had entered into five separate
interest rate swaps to fix the LIBOR component of $200
million of commercial paper at an average rate of 3.86 per-
cent. The average floating rate BNSF received on the swaps,
which fluctuates monthly, was 1.95 percent as of December
31, 2001. These swaps will expire in 2002 and 2003. As of
December 31, 2001, AOCI included a pretax loss of $2 mil-
lion related to the fair value of these interest rate swaps.

Fair Value Hedges The Company also enters into interest
rate swaps to convert fixed-rate debr to floating-rate deb.
These swaps are accounted for as fair value hedges under
SFAS No. 133. These fair value hedges qualify for the short
cut method of recognition and, therefore, no portion of the
swaps is treated as ineffective. As of December 31, 2001,
BNSF had entered into five separate swaps on a notional
amount of $500 million in which it pays an average float-
ing rate, which fluctuates quarterly, based on LIBOR. The
average floating rate to be paid by BNSF as of December 31,
2001, was 4.16 percent and the average fixed rate BNSF

is to receive is 7.13 percent. These swaps expire in 2004,
2005 and 2007. As of December 31, 2001, BNSF recorded
an asset of $2 million in Other Current Assets for the fair
value of these swaps.

BNSF’s measurement of the fair value of interest rate swaps is
based on estimates of the mid-market values for the crans-
actions provided by the counterparties to these agreements.

Labor

Approximately 88 percent of BNSF Railway’s employees are
union-represented. BNSF Railway’s union employees work
under collective bargaining agreements with 13 different labor
organizations. The negotiating process for new, major collec-
tive bargaining agreements covering all of BNSF Railway’s
union employees has been underway since the bargaining
round was initiated November 1, 1999. Wages, health and
welfare benefits, work rules, and other issues have traditionally
been addressed through industry-wide negotiations. These
negotiations have generally taken place over a number of
months and have previously not resulted in any extended work
stoppages. The existing agreements have remained in effect
and will continue to remain in effect until new agreements
are reached or the Railway Labor Act’s procedures (which
include mediation, cooling-off periods, and the possibility of
Presidential intervention) are exhausted. The current agree-
ments provide for periodic wage increases until new agree-
ments are reached. The National Carriers’ Conference
Committee (NCCC), BNSF’s multi-employer collective bar-
gaining representative, reached a final agreement with the
Brotherhood of Maintenance of Way Employes (BMWE)
resolving wage, work rule and benefit issues through 2004
which was implemented in July 2001. BMWE represents
BNSF’s track, bridge and building maintenance employees,
about one-fourth of BNSF’s unionized workforce. In June
2001, the NCCC reached a tentative agreement with the
International Brotherhood of Electrical Workers (IBEW),
which represents approximately five percent of BNSF’s union-
ized workforce, addressing wage and work rule issues through
2004, but leaving health and welfare benefit issues for settle-
ment in separate talks with other railroad unions. IBEW
members failed to ratify the tentative agreement. No new
talks with IBEW are scheduled. During the third quarter of
2000, the NCCC reached a tentative agreement with the
United Transportation Union (UTU) covering wage and
work rule issues through the year 2004 for conductors,
brakemen, yardmen, yardmasters and firemen, approximately
one-third of BNSF’s unionized workforce. This agreement
is also subject to ratification by the UTU’s membership. As
in the tentative IBEW agreement, health and welfare benefit
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issues were not resolved with UTU and temain the subject
of continuing negotiations.

Railroad industry personnel are covered by the Railroad
Retirement System instead of Social Security. BNSF Railway’s
contributions under the Railroad Retirement System have
been approximately triple those in industries covered by
Social Security. The Railroad Retirement System, funded
primarily by payroll taxes on covered employers and employ-
ees, includes a benefit roughly equivalent to Social Security
(Tier 1), an additional benefit similar to that allowed in
some private defined-benefit plans (Tier II), and other bene-
fits. Investment of Tier 1I Railroad Retirement assets has
until recently been limited to special interest-bearing U. S.
Treasury securities. The Railroad Retirement and Survivors’
Improvement Act of 2001 (Act) creates 2 new National
Railroad Retirement Investment Trust to hold Tier II
Railroad Retirement assets and empowers the trustees to
invest these assets in the same types of investments available
to private sector retirement plans. In addition to liberalizing
certain retirement benefit requirements for rail employees,
the Act reduces Tier II Railroad Retirement tax rates on rail
employers beginning in 2002 and eliminates a supplemental
annuity tax. The Company expects to realize savings of
approximately $20 million in 2002 and $50 million in 2003.
Future adjustments in the Tier I Railroad Retirement tax
rates assessed on both rail employers and rail employees will
depend on Railroad Retirement fund levels and annual sav-
ings could be as much as $80 million by 2005.

Inflation

Due to the capital-intensive nature of BNSF’s business, the
full effect of inflation is not reflected in operating expenses
because depreciation is based on historical cost. An assump-
tion thac all operating assets were depreciated art current
price levels would result in substantially greater expense
than historically reported amounts.

Accounting Pronouncements

The Financial Accounting Standards Board (FASB) issued
SFAS No. 141, Business Combinations, which was effective for
all business combinations initiated after June 30, 2001, and
SFAS No. 142, Goodwill and Other Intangible Assets, which
was effective for fiscal years beginning after December 15,
2001. SFAS No. 141 eliminates the pooling method of
accounting for a business combination and requires that all
combinations be accounted for using the purchase method.
SEAS No. 142 addresses accounting for identifiable intangi-
ble assets, eliminates the amortization of goodwill, and
provides specific steps for testing the impairment of good-
will. The Company’s historical consolidated financial state-
ments will be unaffected by these new standards.

The FASB also issued SFAS No. 143, Accounting for Asset
Retirement Obligations, and SFAS No. 144, Accounting for

)

the Impairment or Disposal of Long-Lived Assets. SFAS No.
143, which is effective for fiscal years beginning after June 15,
2002, addresses financial accounting and reporting for obliga-
tions associated with the retirement of tangible long-lived
assets and the associated asset retirement costs. The Company
has not yet completed its analysis of SFAS No. 143; although,
it does not currently expect implementation to have a signifi-
cant effect on its results of operations or financial condition.

SEAS No. 144 addresses financial accounting and report-
ing for the impairment of long-lived assets, excluding
goodwill and intangible assets, to be held and used or dis-
posed of. The adoption of SFAS No. 144 during the fourth
quarter of 2001 did not have an impact on the consolidated
financial statements.

Forward-Llooking Information

To the extent that statements made by the Company relate
to the Company’s future economic performance or business
outlook, predictions or expectations of financial or opera-
tional results, or refer to matters which are not historical
facts, such statements are forward-looking statements within
the meaning of the federal securities laws. Forward-looking
statements involve a number of risks and uncertainties and
actual results may differ materially. Factors that could cause
actual results to differ materially include, but are nort limited
to, economic and industry conditions: material adverse
changes in economic or industry conditions, both within
the United States and globally, customer demand, effects

of adverse economic conditions affecting shippers, adverse
economic conditions in the industries and geographic areas
that produce and consume freight, competition and consoli-
dation within the transportation industry, the extent to
which the Company is successful in gaining new long-term
relationships or retaining existing ones, changes in fuel
prices, and changes in labor costs and labor difficulties
including stoppages; legal and regulatory factors: develop-
ments and changes in laws and regulations and the ultimate
outcome of shipper claims, environmental investigarions ot
proceedings and other types of claims and litigation; and
operating factors: technical difficulties, changes in operating
conditions and costs, competition and commodity concen-
trations, the Company’s ability to achieve its operational and
financial initiatives and to conrtain costs, as well as natural
events such as sevete weather, floods, earthquakes and other
disruptions involving the Company’s infrastructure, operat-
ing systems, and equipment.

The Company cautions against placing undue reliance

on forward-looking statements, which reflect its current
beliefs and are based on information currently available

to it on the date a forward-looking statement is made. The
Company undertakes no obligation to revise forward-looking
statements to reflect future events, changes in circumstances
or changes in beliefs.




Report Of Management

To The Shareholders Of

Burlington Northern Senta Fe Corporation

The accompanying consolidated financial statements of
Burlington Northern Santa Fe Corporation and subsidiary
companies were prepared by management, who are respon-
sible for their integrity and objectivity. They were prepared
in accordance with generally accepted accounting principles
and properly include amounts that are based on manage-
ment’s best judgments and estimates. Other financial infor-
mation included in this annual report is consistent with
that in the consolidated financial statements.

The Company maintains a system of internal accounting
controls to provide reasonable assurance that assets are
safeguarded and that the books and records reflect the
auchorized transactions of the Company. Limitations exist
in any system of internal accounting controls based upon
the recognition that the cost of the system should not
exceed the benefits derived. The Company believes its
system of internal accounting controls, augmented by its
internal auditing function, appropriately balances the
cost/benefit relacionship.

Independent accountants provide an objective assessment
of the degree to which management meets its responsibility
for fairness of financial reporting. They regularly evaluate
the system of internal accounting controls and perform
such tests and other procedures as they deem necessary to
express an opinion on the fairness of the consolidated
financial statements.

The Board of Directors pursues its responsibility for

the Company’s financial statements through its Audic
Committee which is composed solely of directors who are
not officers or employees of the Company. The Audit
Committee meets regularly with the independent account-
ants, management and internal auditors. The independent
accountants and the Company’s internal auditors have
direct access to the Audit Committee, with and without
the presence of management representatives, to discuss the
scope and results of their work and their comments on the
adequacy of inrernal accounting controls and the quality
of financial reporting.

Y/ Y

Marthew K. Rose
President and Chief Executive Officer

O A0

Thomas N. Hund
Executive Vice President and Chief Financial Officer

Bernin N
Dennis R. Johnson
Vice President and Controller

Report Of Independent Accountanis

To The Shareholders And Board Of Directors Of
Burlingten Morthern Santa Fe Corporation

And Subsidiaries

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of income,
of cash flows and of changes in stockholders” equity present
fairly, in all material respects, the financial position of
Burlington Northern Santa Fe Corporation and subsidiary
companies at December 31, 2001 and 2000, and the results
of their operations and their cash flows for each of the three
years in the period ended December 31, 2001 in conformity
with accounting principles generally accepted in the United
States of America. These financial statements are the respon-
sibility of the Company’s management; our responsibility
is to express an opinion on these financial statements based
on our audits. We conducted our audits of these statements
in accordance with auditing standards generally accepted
in the United States of America, which require that we plan
and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and sig-
nificant estimates made by management, and evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

F st omian O 1P

PricewaterhouseCoopers LLP
Fort Worth, Texas
February 6, 2002
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Consolidated Statements OF Income

Burlington Northern Santa Fe Corporation and Subsidiaries

(Dollars in millions, except per share data)

Year Ended December 31, 2001 2000 1999
Revenues $9,208  $9,207 $9,195

Operating expenses:

Compensation and benefits © 2,850 2,729 2,772
Purchased services 1,084 1,024 1,051
Depreciation and amortization 909 895 897
Equipment rents 740 742 752
Fuel 973 932 700
Materials and other 897 777 818
Total operating expenses 7,453 7,099 6,990
Operating income 1,755 2,108 2,205
Interest expense 463 453 387
Other (income) expense, net 110 70 1)
Income before income taxes and extraordinary charge 1,182 1,585 1,819
Income tax expense 445 605 682
Income before extraordinary charge 737 980 1,137
Extraordinary charge, net 6 - -
Net income $ 731 $ 980  $1,137

Earnings per share:

1.90 § 238 $ 246
1.89 $ 238 $ 246
1.89 $ 236 $ 244
1.87 $ 236 $ 244

Basic earnings per share (before extraordinary charge) |
Basic earnings per share (after extraordinary charge)

Diluted earnings per share (before extraordinary charge)

® B B »B

Diluted earnings per share (after extraordinary charge)

Average shares (in millions):

Basic 387.3 412.1 463.2
Dilutive effect of stock awards 3.4 3.1 3.6
Diluted 390.7 415.2 466.8

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Balance Sheets
Burlington Northern Santa Fe Corporation and Subsidiaries

(Dollars in millions, shares in thousands )

December 31,

2001

Assets

Current assets:

Cash and cash equivalents $ 26 11
Accounts receivable, net 172 314
Materials and supplies 191 220
Current portion of deferred income taxes 306 299
Other current assets 28 132
Total current assets 723 976
Property and equipment, net 23,110 22,369
Other assets 888 1,030
Total assets $24,721  $24,375
Liabilities And Stockholders’ Equity
Current liabilities:
Accounts payable and other current liabilities $ 1,873 $ 1,954
Long-term debt due within one year 288 232
Total current liabilities 2,161 2,186
Long-term debt and commercial paper 6,363 6,614
Deferred income taxes 6,731 6,422
Casualty and environmental liabilities 423 430
Employee merger and separation costs 216 262
Other liabilities 978 981
Total liabilities 16,872 16,895
Commitments and contingencies (see Notes 3, 9 and 11)
Stockholders’ equity:
Common stock, $0.01 par value 600,000 shares authorized;

492,818 shares and 486,637 shares issued, respectively 5 5
Additional paid-in-capital 5,584 5,428
Retained earnings 5,048 4,505
Treasury stock, at cost, 107,041 shares and 95,045 shares, respectively (2,745) (2,413)
Unearned compensation (34) (35)
Accumulated other comprehensive loss 9 (10)

Total stockholders’ equity 7,849 7,480

Total liabilities and stockholders’ equity $24,721  $24,375

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Stetements ©f Cash Flows

Burlington Northern Santa Fe Corporation and Subsidiaries

(Dollars in millions)

Year Ended December 31, 2001 2000 1999
Operating Activities
Net income $ 731 $ 980 $ 1,137
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 909 895 897
Deferred income taxes 302 353 444
Extraordinary charge 9 - -
Employee merger and separation costs paid (55) (58) (93)
Other, net 82 33 (112)
Changes in current assets and liabilities:
Accounts receivable, net 142 83 127
Materials and supplies 29 35 (1
Other current assets 103 (66) (32)
Accounts payable and other current liabilities (55) 62 67
Net cash provided by operating activities 2,197 2,317 2,424
investing Activities
Capital expenditures (1,459) (1,399) (1,788)
Other, net (105) (281) (152)
Net cash used for investing activities (1,564) (1,680) (1,940)
Financing Activities
Net (decrease) increase in commercial paper and bank borrowings (226) 169 (23)
Proceeds from issuance of long-term debt 400 1,125 679
Payments on long-term debt (380) (260) (293)
Dividends paid (190) (206) (224)
Proceeds from stock options exercised 113 13 121
Purchase of BNSF common stock 317) (1,496) (688)
Other, net (18) 7 (59
Net cash used for financing activities (618) (648) (487)
Increase (decrease) in cash and cash equivalents 15 (11) (3)
Cash and cash equivalents:
Beginning of year 11 22 25
End of year $ 26 $ 11 § 22
Supplemental Cash Flow Information
Interest paid, net of amounts capitalized $ 494 $ 447 $ 385
Income taxes paid, net of refunds $ 102 $ 304 § 138

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements Of Changes In Stockholders’ Equity

Burlington Northern Santa Fe Corporation and Subsidiaries

(Shares in thousands, dollars in millions, except per share data}

Common Accumulated
Stock and Other Com- Total
Common Treasury Paid-in Retained  Treasury Unearned prehensive  Stockholders’
Shares Shares Capital Earnings Stock Compensation  Income (Loss) Equity
Balance at December 31, 1998 477,436 (6,961)—' $5,218 $2,811 $ (206) $(31) $ (8 $ 7,784
Comprehensive income:
Net income - 1,137 - - - 1,137
Minimum pension liability adjustment,
net of tax expense of $0.5 - - - - 1 1
Total comprehensive income - 1,137 - - 1 1,138
Common stack dividends, $0.48 per share - - - (222) - - - (222)
Adjustments associated with unearned
compensation, restricted stock 811 (332) 14 .- - 2 - 16
Exercise of stock options and
related tax benefit of $28 6,325 (600) 163 - (19) - - 144
Purchase of BNSF common stock - (22,120) — - (688) - - (688)
Balance at December 31, 1999 484,572 (30,013) 5,395 3,726 (913) 29) (7) 8,172
Comprehensive income:
Net income - 980 - - - 980
Minimum pension liability adjustment,
net of tax benefit of $1.5 - - - - (3) (3)
Total comprehensive income - 980 - - (3) 977
Common stock dividends, $0.48 per share - - - (197) - - - (197)
Adjustments associated with unearned
compensation, restricted stock 808 (297) 14 - - (6) - 8
Exercise of stock options and
related tax benefic of $8.6 1,257 (154) 24 - 4) - - 20
Shares issued from treasury - 2 - - - - - -
Shareholder rights redemption - - - (4) - - - (4)
Purchase of BNSF common stock - (64,583) - — (1,496) - - (1,496)
Balance at December 31, 2000 486,637 (95,045) 5,433 4,505 (2,413) (35) (10) 7,480
Comprehensive income:
Net income - 731 - - - 731
Cumulative effect of adoption of
SFAS No. 133, net of tax expense of $36 - - - - 58 58
Gain on derivative instruments, included
in ner income, net of tax expense of $18 - - - - (30) (30)
Change in fair value of derivative
instruments, net of tax benefit of $18 - - - - (29) 29)
Minimum pension liability adjustment,
net of tax expense of $1.3 - - - - 2
Total comprehensive income - 731 - - 1 732
Common stock dividends, $0.48 per share — - - (188) - - - (188)
Adjustments associated with unearned
compensation, restricted stock 899 (86) 15 - - 1 - 16
Exercise of stock options and
related tax benefit of $17 5,282 (478) 141 - (15) - - 126
Purchase of BNSF common stock — (11,432) - - (317) - - (317)
Balance at December 31, 2001 492,818 (107,041) $5,589 $5,048 $(2,745) $(34) $(9) $7,849

See accompanying Notes to Consolidated Financial Statements.
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Notes Teo Consolideted Financial Statements
Burlington Nerthern Senta Fe Corporation
And Subsidiaries

I. The Company

Burlington Northern Santa Fe Corporation, including its
majority-owned subsidiaries {collectively, BNSF or Company),
is engaged primarily in railroad transportation through its
principal subsidiary, The Burlington Northern and Santa Fe
Railway Company (BNSF Railway), which operates one of the
largest railroad networks in North America with approximately
33,000 route miles covering 28 states and two Canadian
provinces. Through one operating transportation services
segment, BNSF Railway transports a wide range of products
and commodities including the transportation of Consumer
and Industrial Products, Coal, and Agricultural Products,
derived from manufacturing, agricultural and nacural resource
industries, which constituted 37 percent, 23 percent, 23 per-
cent and 17 percent, respectively, of total revenues for the
year ended December 31, 2001.

2. Accounting Policies

Principles ©f Consolidation

The consolidated financial statements include the accounts

of BNSE including its principal subsidiary BNSF Railway,
all of which are separate legal entities. All significant inter-
company accounts and transactions have been eliminated.

Use OFf Estimates

The preparation of financial statements in accordance with
generally accepted accounting principles (GAAP) requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the finan-
cial statements and the reported amounts of revenues and
expenses during the periods presented. Actual results could
differ from those estimates.

Revenue Recognifion

Transportation revenues are recognized based upon the pro-
portion of service provided as of the balance sheet date. Rev-
enues from ancillary services are recognized when performed.

Cash And Cash Equivalents

All short-term investments with original maturities of less
than 90 days are considered cash equivalents. Cash equiva-
lents are stated at cost, which approximates market value
because of the short maturity of these instruments.

Maoterials And Supplies

Materials and supplies, which consist mainly of rail, ties
and other items for construction and maintenance of prop-
erty and equipment, as well as diesel fuel, are valued at the
lower of average cost or market.

Property And Equipment, Net

Property and equipment are depreciated and amortized on
a straight-line basis over their estimated useful lives. Upon
normal sale or retirement of depreciable railroad property,
cost less net salvage value is charged to accumulated depreci-
ation and no gain or loss is recognized. Significant premature
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retirements and the disposal of land and non-rail property
are recorded as gains or losses at the time of their occurrence.

The Company self-constructs portions of its track structure
and rebuilds certain classes of rolling stock. In addition to
direct labor and material, certain indirect costs are capital-
ized. Expenditures which significantly increase asset values
or extend useful lives are capitalized. Repair and mainte-
nance expenditures are charged to operating expense when
the work is performed. Property and equipment are stated
at cost.

The Company incurs certain direct labor, contract service
and other costs associated with the development and
installation of internal-use computer software. Costs for
newly developed software or significant enhancements
to existing software are typically capitalized. Research,
preliminary project, operations, maintenance and train-
ing costs are charged to operating expense when the
work is performed.

Long-lived assets are reviewed for impairment when events
or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. If impairment
indicators are present and the estimated future undis-
counted cash flows are less than the carrying value of the
long-lived assets, the catrying value is reduced to the esti-
mated fair value as measured by the discounted cash flows.

Personal Injury Claims

Personal injury liabilities are estimated on an actuarial
basis. Incurred but not reported liabilities are included in
the estimates based on historical experience. Estimates for
these liabilities are not discounted.

Stock Options

The Company applies Accounting Principles Board (APB)
Opinion 25 and related interpretations in accounting for its
stock option plans. Accordingly, no compensation expense
is recognized for its fixed stock option plans as the exercise
price equals the stock price on the date of grant.

Reclassifications

Certain comparative prior year amounts in the consolidated
financial statements and accompanying notes have been
reclassified to conform to the current year presentation.
These reclassifications had no effect on previously reported
operating income and net income.

3. Hedging Activities

On January 1, 2001, BNSF adopted Statement of Financial
Accounting Standards (SFAS) No. 133, Accounting for
Derivative Instruments and Hedging Activities, and recorded
a cumulative transition benefit of $58 million, net of tax,
w0 Accumulated Other Comprehensive Income (AOCY).
The standard requires that all derivatives be recorded on
the balance sheet at fair value and establishes criteria for
documentation and measurement of hedging activities.

The Company currently uses derivatives to hedge against
increases in diesel fuel prices and interest rates as well as




to convert a portion of its fixed-rate long-term debe to
floating-rate debt. The Company formally documents the
relationship between the hedging instrument and the
hedged item, as well as the risk management objective and
strategy for the use of the hedging instrument. This docu-
mentation includes linking the derivatives that are desig-
nated as fair value or cash flow hedges to specific assets or
liabilities on the balance sheet, commitments or forecasted
transactions. The Company assesses at the time a derivative
contract is entered into, and at least quarterly, whecher the
derivative item is effective in offsetting the changes in fair
value or cash flows. Any change in fair value resulting from
ineffectiveness, as defined by SFAS No. 133, is recognized
in current period earnings. For derivative instruments that
are designated and qualify as cash flow hedges, the effective
portion of the gain or loss on the derivative instrument is
recorded in AOCI as a separate component of stockholders’
equity and reclassified into earnings in the period during
which the hedge transaction affects earnings.

BNSF monitors its hedging positions and credit ratings
of its counterparties and does not anticipate losses due to
counterparty nonperformance.

Fuel

Fuel costs represented 13 percent of total operating expenses
during 2001 and 2000. Due to the significance of diesel
fuel expenses to che operations of BNSF and the historical
volatility of fuel prices, the Company maintains a program
to hedge against fluctuations in the price of its diesel fuel
purchases. The intent of the program is to protect the
Company’s operating margins and overall profitability
from adverse fuel price changes by entering into fuel-hedge
instruments based on management’s evaluation of current
and expected diesel fuel price trends. However, to the
extent the Company hedges portions of its fuel purchases,
it may not realize the impact of decreases in fuel prices.
Conversely, to the extent the Company does not hedge
portions of its fuel purchases, it may be adversely affected
by increases in fuel prices. Based on annualized fuel con-
sumption during 2001 and excluding the impact of the
hedging program, each one-cent increase in the price of
fuel would result in approximately $12 million of additional
fuel expense on an annual basis.

The fuel-hedging program includes the use of derivatives that
are accounted for as cash flow hedges. As of December 31,
2001, BNSF had entered into fuel swap agreements utilizing
Gulf Coast #2 heating oil to hedge the equivalent of approxi-
mately 296 million gallons of diesel fuel at an average price
of approximately 57 cents per gallon. Additionally, as of
December 31, 2001, BNSF had entered into costless collar
agreements effective through 2002 for the equivalent of
approximately 50 million gallons of diesel fuel at an average
call price of approximately 65 cents per gallon and an average
put price of approximately 57 cents per gallon. The above
prices do not include taxes, transportation costs, certain other
fuel handling costs, and any differences which may occur from
time to time between the prices of commodities hedged and
the purchase price of BNSF’s diesel fuel. At December 31,
2001, BNSF’s fuel-hedging program covered an average of 31

percent of estimated fuel purchases for 2002. Hedge positions
are closely monitored to ensure that they will not exceed actual
fuel requirements in any period.

As a result of adopting SFAS No. 133, the Company recorded
a cumulative transition benefit of $56 million, net of tax, to
AQCI related to deferred gains on transactions as of January 1,
2001. Subsequent changes in fair value for the effective portion
of derivatives qualifying as hedges are recognized in Other
Comprehensive Income (OCI) undl the purchase of the related
hedged item is recognized in earnings, at which time changes in
fair value previously recorded in OCI are reclassified to earnings
and recognized in fuel expense. During 2001, the Company
recognized a loss of approximately $100 thousand related
to the ineffective portion of derivatives in fuel expense. At
December 31, 2001, AOCT includes a pretax loss of $4 million,
all of which relates to derivative transactions that will expire
throughout 2002, Settled fuel-hedging contracts are a $3 mil-
lion payable and a $50 million receivable at December 31, 2001
and 2000, respectively, and are recorded in working capital.

BNSF measures the fair value of fuel swaps from daily for-
ward price data provided by various external counterparties.
To value a fuel swap, the Company uses a three-month
average of forward Gulf Coast #2 heating oil prices for the
period hedged. The fair value of fuel costless collars is cal-
culated and provided by the corresponding counterparty.

Interest Rate

From time 1o time, the Company enters into various inter-
est rate hedging transactions for the purpose of managing
exposure to fluctuations in interest rates and establishing
rates in anticipation of future debrt issuances as well as to
convert a portion of its fixed-rate long-term debt to floating-
rate debt. The Company uses interest rate swaps as part of
its interest rate risk management strategy.

The cumulative transition benefit of adopting SFAS No. 133
as of January 1, 2001, included $2 million, net of rax, related
to deferred gains on closed-out derivatives which were used to
lock the treasury rate on anticipated borrowings. The deferred
gains for cash flow hedges in AOCI are being amortized to
interest expense over the amount remaining in AOCI.

As discussed in Note 9, at the time of issuing the $300
million of 7.88 percent notes and the $200 million of 8.13
percent debentures in April 2000, the Company closed out
two treasury lock transactions, each in an amount of $100
million, at gains of approximately $9 million and $13 mil-
lion, respectively. These gains have been deferred and are
being amortized to interest expense over the lives of the
notes and the debentures, respectively.

Also discussed in Note 9, at the time of issuing the $275
million of 7.95 percent debentures in August 2000 and
the $300 million of 7.13 percent notes in December 2000,
the Company closed out two treasury lock transactions,
each in an amount of $100 million, at gains of $8 million
and $5 million, respectively. These gains have been deferred
and are being amortized to interest expense over the lives
of the debentures and notes, respectively.
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Cash Flow Hedges The Company uses interest rate swaps to
fix the LIBOR component of commercial paper. These swaps
are accounted for as cash flow hedges under SFAS No. 133
and qualify for the short cut method of recognition. As of
December 31, 2001, BNSF had entered into five separate
interest rate swaps to fix the LIBOR component of $200 mil-
lion of commercial paper at an average rate of 3.86 percent.
The average floating rate BNSF received on the swaps, which
fluctuates monthly, was 1.95 percent as of December 31,
2001. These swaps will expire in 2002 and 2003. As of
December 31, 2001, AOCI included a pretax loss of $2 mil-

lion related to the fair value of these interest rate swaps.

Fair Value Hedges The Company also enters into interest
rate swaps to convert fixed-rate debt to floating-rate debt.
These swaps are accounted for as fair value hedges under
SFAS No. 133. These fair value hedges qualify for the short
cut method of recognition and, therefore, no portion of the
swaps is treated as ineffective. As of December 31, 2001,
BNSF had entered into five separate swaps on a notional
amount of $500 million in which it pays an average float-
ing rate, which fluctuates quarterly, based on LIBOR. The
average floating rate to be paid by BNSF as of December 31,
2001, was 4.16 percent and the average fixed rate BNSF

is to receive is 7.13 percent. These swaps expire in 2004,
2005 and 2007. As of December 31, 2001, BNSF recorded
an asset of $2 million in Other Current Assets for the fair
value of these swaps.

BNSF’s measurement of the fair value of interest rate swaps
is based on estimates of the mid-market values for the trans-
actions provided by the counterparties to these agreements.

&4, Other (Income) Expense, Net
Other (income) expense, net includes the following
(in millions):

Year Ended December 31, 2001 2000 1999
Gain on property dispositions $(20) $(29) $(26)
Write-down of non-rail investments 75 - -
Accounts receivable sale fees 30 40 33
Merger costs - 20 -
Deferred gain on prior period line sale - - (50)
Miscellaneous, net 25 39 42

Total g11e $70 $ (1)

Losses recognized in 2001 related to non-rail investments
consisted primarily of FreightWise, Inc., an Internet trans-
portation exchange; Pathnet Telecommunications, Inc., a
telecommunications venture; a decline in the cash surrender
value of company owned life insurance policies; and a port-
folio of other non-core real-estate investments.

In 1999, BNSF and Canadian National Railway Company
(CN) entered into an agreement to combine the two compa-
nies. In 2000, BNSF and CN announced their mutual termi-
nation of the combination agreement with neither party
paying any break-up fees. Due to the termination, the
Company recorded $20 million pretax in costs related to the
combination. These costs would have been included as part of
the purchase price had the combination been consummated.
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BNSF recognized a $50 million deferred gain in 1999 in
connection with the sale of rail lines in southern California
in 1992 and 1993 that was partially offset by $13 million
of costs related to those sales.

5. Income Taxes
Income tax expense was as follows (in millions):

Year Ended December 31, 2001 2000 1999
Current:
Federal $130 $225 $213
State 11 27 25
Total current 141 252 238
Deferred:
Federal 260 303 376
State 44 50 68
Total deferred 304 353 444
Total $445 $605 $682

Reconciliation of the federal statutory income tax rate to
the effective tax rate was as follows:

Year Ended December 31, 2001 2000 1999
35.0% 35.0% 35.0%
State income taxes, net of federal tax benefit 30 32 33
Other, net 3 - (0.8

37.7% 38.2% 37.5%

Federal statutory income rax rate

Effective tax rate

The components of deferred tax assets and liabilities were
as follows (in millions):

December 31, 2001 2000
Deferred tax liabilities:

Depreciation and amortization $(6,671) $(6,382)
Other (458) (477)
Total deferred tax liabilities (7,129) (6,859)

Deferred tax assets:

Casualty and environmental 274 273
Employee merger and separation costs 105 119
Post-retirement benefits 99 95
Other 226 249

Total deferred tax assets 704 736

Net deferred tax liability $(6,425) $(6,123)

Noncurrent deferred income tax liabiliry $(6,731) $(6,422)
Current deferred income tax asset 306 299
Net deferred rax liabiliry $(6,425) $(6,123)

The federal income tax rerurns of BNSF’s predecessor com-
panies, Burlington Northern Inc. (BNI) and Santa Fe Pacific
Corporation (SFP) have been examined chrough 1994 and
the merger date in September 1995, respectively. All years
prior to 1992 for BNI and 1993 for SFP are closed. Issues
relating to the years 1992 through 1994 for BNI and for
years 1993 through the merger date September 1995 for SFP
are being contested through various stages of administrative
appeal. BNSF is currently under Internal Revenue Service
examination for years 1995 through 1999. In addition,
BNSF and its subsidiaries have various state income tax
returns in the process of examination, administrative appeal
or litigation. Management believes that adequate provision




has been made for any adjustment that might be assessed for
open years through 2001.

6. Accounts Recelvable, Net
BNSF maintains an allowance for uncollectible accounts receiv-
able. At December 31, 2001 and 2000, $65 million and $49

million, respectively, of such allowances had been recorded.

BNSF Railway, through a special purpose subsidiary, sells
variable rate certificates that mature in 2002 under its
accounts receivable sales program (A/R sales program).
The certificates evidence undivided interests in an accounts
receivable master trust. The master trust’s assets include
an ownership interest in a revolving portfolio of BNSF
Railway’s accounts receivable that are used to support the
certificates. In 2001, BNSF Railway increased capacity to
sell variable rate certificates under the A/R sales program
by $100 million to $700 million.

Certificates outstanding under the A/R sales program were
$625 million and $600 million at December 31, 2001 and
2000, respectively, which provided $25 million of cash for
2001. These certificates were supported by $844 million

of receivables at December 31, 2001, and $882 million of
receivables at December 31, 2000. When BNSF sells these
receivables to the master trust, it retains an undivided interest
in the receivables sold. Due to a relatively short collection
cycle, the fair value of this undivided interest is calculated as
the gross amount of receivables less an allowance for uncol-
lectible accounts. At December 31, 2001 and 2000, BNSF’s
retained interest in these receivables totaled $219 million and
$282 million, respectively, less the normal allowances for
uncollectible accounts. The retained interest in 2001 and
2000 reflects the total receivables sold less $625 million and
$600 million, respectively, of receivables derecognized in con-
nection with the sale of the certificates. The investors in the
master trust have no recourse to BNSF Railway’s other assets.

BNSF Railway has retained the collection responsibility
with respect to the accounts receivable. The costs of the

sales of receivables to the master trust vary monthly relative
to certain interest rates. These costs are included in Other
(Income) Expense, Net. The costs of these sales in 2001 and
2000 were $30 million and $40 million, respectively. These
costs were based on weighted average interest rates of 4.8
percent in 2001 and 6.7 percent in 2000. Proceeds from
collections reinvested in the A/R sales program were approxi-
mately $10 billion in both 2001 and 2000.

BNSF’s A/R sales program includes a provision that allows
the institutions participating in this program, at their option,
to cancel the program if BNSF Railway’s senior unsecured
credit rating falls below investment grade. Upon cancellation,
BNSF would not be able to sell additional receivables under
this program. If such event were to occur, BNSF would have
sufficient liquidity remaining under its revolving credit agree-
ments to fund the full amount of securities outstanding under
the A/R sales program at December 31, 2001. The Company
is not aware of any pending significant adverse changes to
credit ratings that would cause BNSF Railway to fall below
investment grade.

7. Property And Equipment, Net
Property and equipment, net (in millions), and the weighted
average annual depreciation rate (%) were as follows:

2001
Depreciation
December 31, 2001 2000 Rate
Land $ 1,430 $ 1,420 - %
Track structure 12,455 11,900 3.9
Other roadway 9,426 9,137 2.5
Locomotives 2,759 2,799 5.7
Freight cars and
other equipment 1,719 1,821 5.0
Computer hardware
and software 266 362 16.2
Total cost 28,055 27,439

Less accumulated depre-

(4,945) _ (5,070

ciation and amortization

Property and
$23,110 $22,369

equipment, net

The consolidated balance sheets at December 31, 2001 and
2000, included $1,202 million and $1,195 million, respec-
tively, for property and equipment under capital leases,
primarily for locomotives.

8. Accounts Payable And Other

Current Liabilities

Accounts payable and other current liabilities consisted of
the following (in millions):

December 31, 2001 2000
Compensation and benefits payable $ 354 § 352
Casualty and environmental liabilities 237 229
Tax liabilities 180 143
Rents and leases 166 142
Accounts payable 160 212
Contract allowances 127 109
Accrued interest 118 114
Employee merger and separation costs 58 49
Other 473 604

Total $1,873 $1,954
9. Debt

Debt outstanding was as follows (in millions):

December 31, 2001 2000
Notes and debentures, weighted average
rate of 6.8 percent, due 2002 to 2097
Equipment obligations, weighted average
rate of 7.3 percent, due 2002 to 2016 677 742
Capitalized lease obligations, weighted
average rate of 6.6 percent, due 2002 ro 2016 672 736
Mortgage bonds, weighted average rate

$4,500 $4.294

of 7.9 percent, due 2002 to 2047 425 467
Commercial paper, 2.1 percent, variable 416 567
Bank borrowings - 74
Unamortized discount and other, net (39) (34)

Total 6,651 6,846
Less current portion of long-term debt (288) (232)

Long-term debt $6,363 $6,614
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Certain BNSF Railway properties and other assets are
subject to liens securing $425 million of mortgage debr.
Certain locomotives and rolling stock of BNSF Railway
are subject to equipment obligations and capital leases.

Aggregate long-term debt scheduled maturities for 2002
through 2006 are $288 million, $144 million, $252 mil-
lion, $860 million (including commercial paper of $416
million) and $430 million, respectively. Maturities in
2003 exclude $175 million of 6.53 percent notes due
2037, which may be redeemed in 2003 at the option of
the holder. There were no bank borrowings outstanding
at December 31, 2001. BNSF had bank borrowings out-
standing at December 31, 2000, with marturity values of
$75 million and interest rates similar to commercial paper
which, upon maturity, was replaced with commercial paper
or other bank borrowings.

The carrying amounts of BNSF’s long-term debr and
commercial paper at December 31, 2001 and 2000, were
$6,651 million and $6,846 million, respectively, while the
estimated fair values at December 31, 2001 and 2000, were
$6,871 million and $6,804 million, respectively. The fair
value of BNSF’s long-term debt is primarily based on
quoted market prices for the same or similar issues or on
the current rates that would be offered to BNSF for debt
of the same remaining maturities. The carrying amount of
commercial paper and bank debt approximates fair value
because of the short maturity of these instruments.

Notes And Debentures

In March 2001, $100 million of 33-year remarketable
bonds issued in 1998 were called by the holder of the call
option. BNSF subsequently purchased the option from
the holder and retired the bonds, and incurred an extraor-
dinary loss of $6 million, net of tax, due to early retire-
ment. Additionally in March 2001, BNSF issued a $12
million, 5.96 percent note due April 2004.

In May 2001, the Company increased the amount of debt
securities under its shelf registration, enabling it to issue
debt securities in one or more series at an aggregate offering
price not to exceed $1 billion, and issued $400 million of
6.75 petcent notes due July 15, 2011. The net proceeds

of the debr issuance were used for general corporate pur-
poses including the repayment of outstanding commercial
paper. Subsequent to this debt issuance, the Company had
$600 million of capacity under the May 2001 shelf regis-
tration statement.

In December 2001, BNSF entered into five separate inter-
est rate swaps to convert $500 million of fixed-rate debt
to floating-rate debt. The average floating rate to be paid
by BNSF as of December 31, 2001, on the five swaps was
4.16 percent, and the average fixed rate BNSF is to receive
is 7.13 percent. The floating rate fluctuates quarterly. These
swaps expire in 2004, 2005 and 2007.

In February 2000, a put option on $100 million of

medium-term notes paying a coupon of 6.10 percent
was exercised by the holders and the Company repaid
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the holders primarily with proceeds from the issuance of
commercial paper.

In April 2000, BNSF issued $300 million of 7.88 percent
notes due April 2007 and $200 million of 8.13 percent
debentures due April 2020. The net proceeds of the debt
issuance were used for general corporate purposes including
the repayment of outstanding commercial paper which
increased primarily as a result of higher share repurchases. At
the time of issuing the $300 million of 7.88 percent notes
and the $200 million of 8.13 percent debentures discussed
above, the Company closed out two treasury lock transac-
tions, each in an amount of $100 million, at gains of approxi-
mately $9 million and $13 million, respectively, which have
been deferred and are being amortized to interest expense
over the lives of the notes and the debentures, respectively.

In August 2000, BNSF issued $275 million of 7.95 percent
debentures due August 2030. The net proceeds were used for
general corporate purposes including the repayment of out-
standing commercial paper, which increased primarily as a
result of higher share repurchases. At the time of issuing these
debentures, the Company closed out a treasury lock transac-
tion in the amount of $100 million at a gain of approximately
$8 million which has been deferred and is being amortized
to interest expense over the 30-year life of the debentures.

In December 2000, BNSF issued $300 million of 7.13 per-
cent notes due December 2010. The net proceeds were used
for general corporate purposes including the repayment of
outstanding commercial paper, which increased primarily as a
result of higher share repurchases. At the time of issuing these
notes, the Company closed out a treasury lock transaction in
the amount of $100 million at a gain of approximately $5
million which has been deferred and is being amortized to
interest expense over the 10-year life of the notes.

Equipment Obligations

In April 2000, BNSF Railway issued $50 million of pri-
vately placed debt collateralized by locomotives that were
acquired in 1999. This debr carries an interest rate of 7.77
percent and has annual maturities through 2015.

Commercial Paper And Bank Borrowings

BNSEF issues commercial paper from time to time which

is supported by bank revolving credit agreements. At
December 31, 2001 and 2000, there were no bank borrow-
ings against the revolving credit agreements. Outstanding
commercial paper balances are considered as reducing the
amount of borrowings available under these agreements. The
bank revolving credit agreements allow borrowings of up to
$1.75 billion. Borrowing rates are based upon: (i) LIBOR
plus a spread determined by BNSF’s senior unsecured debrt
ratings, (ii) money market rates offered at the option of the
lenders, or (iii) an alternate base rate. The Company gener-
ally classifies commercial paper as long-term to the extent of
its borrowing capacity under these facilities. The commit-
ments of the lenders under the short-term agreement allow
borrowings of up to $1.0 billion and are scheduled to expire
in June 2002. The Company has the ability to have any
amounts then outstanding mature as late as June 2003. The




remaining $750 million of commitments of the lenders
under the long-term agreement are scheduled to expire in
June 2005. Annual facility fees for the short-term and long-
term facilities are currently 0.1 percent and 0.125 percent,
respectively, and are subject to change based upon changes
in BNSF’s senior unsecured debt ratings.

In April 2001, BNSF entered into an interest rate swap to
fix the LIBOR component of $100 million of commercial
paper at 4.59 percent. The effective date of the swap is
April 19, 2001, and it will expire on April 19, 2002.

In September 2001, BNSF entered into three separate
interest rate swaps of $25 million each to fix the LIBOR
component of $75 million of commercial paper at an
average rate of 3.26 percent. Each swap has a term of 18
months with monthly resets of the floating incerest rate.
These swaps will expire in March 2003.

In October 2001, BNSF entered into an interest rate swap
to fix the LIBOR component of $25 million of commercial
paper at 2.77 percent. The effective date of this swap was
October 3, 2001, and it will expire on April 7, 2003.

The maturity value of commercial paper outstanding at
December 31, 2001 and 2000, was $416 million and

$573 million, respectively, leaving a total remaining capacity
available under the revolving credit agreements of $1,334 mil-
lion and $1,177 million as of December 31, 2001 and 2000,
respectively. BNSF must maintain compliance with certain
financial covenants under its revolving credit agreements.

At December 31, 2001, the Company was in compliance.

Other

Santa Fe Pacific Pipelines, Inc., an indirect wholly-owned
subsidiary of BNSE, in connection with its remaining 0.50
percent special limited partner interest in SFPP, L.P, is
contingently liable for $190 million of certain Kinder
Morgan Energy Partners, L.P. debt.

BNSF and another major railroad jointly and severally guar-
antee $75 million of debt of KCT Intermodal Transportation
Corporation, the proceeds of which were used to finance
the construction of a double track grade separation bridge
in Kansas City, Missouri, operated and used by Kansas City
Terminal Railway Company (KCTRC). BNSF has a 25
percent ownership in KCTRC and accounts for its interest
using the equity method of accounting.

During 2001, the Company entered into agreements to form
a partnership (the Partnership) with subsidiaries of three
chemical manufacturing companies that ship their products
on the BNSF Railway. The purpose of this Partnership is to
construct and operate a 13-mile railroad which will service
several chemical and plastics manufacturing facilities in the
Houston, Texas, area. BNSF owns a 48 percent limited part-
nership interest and a one percent general partnership interest
in the Partnership and will act as the general partner and oper-
ator of this facility. The Company has agreed to guarancee
debt incurred by the Partnership, which is expected to be
approximately $85 million in connection with the construction

of this line, and will provide up to $15 million of interim
financing during the construction period. As of December 31,
2001, BNSF had no guarantees outstanding under this agree-
ment and had advanced approximately $6 million to the
Partnership under the interim financing arrangement.

BNSF guarantees $14 million of other debt and leases

related to various facilities.

BNSF does not expect to perform under the above guaran-
tees in the foreseeable furure.

10. Employee Merger And Separation Costs
Employee merger and separation costs activity was as follows
(in millions):

2001 2000 1999
$310 $356 8474

Beginning balance at January I,

Accruals 30 22 29
Payments (55) (58) (93)
Other ] 11 {10 (64

Ending balance at December 31, $274 $310 $356

Employee merger and separation liabilities of $274 million
and $310 million are included in the consolidated balance
sheets ac December 31, 2001 and 2000, respectively, and
principally represent: (i) employee-related severance costs for
the consolidation of clerical functions, material handlers in
mechanical shops and trainmen on reserve boards; (ii) deferred
benefits payable upon separation or retirement to certain
active conductors, trainmen and locomotive engineers; and
(i) certain non-union employee severance costs. Employee
merger and separation expenses are recorded in Materials and
Other in the consolidated income statements. At December 31,
2001, $58 million of the remaining liabilities are included in
current liabilities for anticipated costs to be paid in 2002.

During the fourth quarter of 2001, the Company recorded
a $66 million charge including $61 million for workforce
reduction related costs. Of the $61 million, $30 million
was recorded in Employee Merger and Separation Costs
and $31 million was recorded for benefits to be received
under the Company’s retirement and medical plans.

Consolidation Of Clerical Functions

Liabilities related to the consolidation of clerical functions
were $69 million and $96 million at December 31, 2001 and
2000, respectively, and primarily provide for severance costs
associated with the clerical consolidation plan adopted in 1995
upon consummation of the.business combination of BNSF’s
predecessor companies Burlington Northern Inc. and Santa Fe
Pacific Corporation (the Merger). The consolidation plan
resulted in the eliminaticn of approximately 1,500 permanent
positions and was substantially completed during 1999.

In 2001, 2000 and 1999, the Company recorded $6 million,
$10 million and $54 million, respectively, of reversals for
certain liabilities associated with the consolidation plan.
These liabilities related to planned workforce reductions
that are no longer required due to the Company’s ability to
place certain identified employees in alternate positions. The
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remaining liability balance at December 31, 2001, represents
benefits to be paid to affected employees who did not receive
lump-sum payments, but instead will be paid over five to
ten years or in some cases through retirement.

In the fourth quarter of 2001, the Company recorded a charge
of $9 million of costs related to the reduction of approxi-
mately 40 material handlers and other clerical positions. In the
second quarter of 2000, the Company recorded a charge of
$17 million for severance, medical and other benefit costs
related to approximately 140 material handlers in mechanical
shops. Liabilities remaining at December 31, 2001, related to
this program reflect elections to receive payments over the next
several years rather than lump-sum payments.

Conductors, Trainmen And Locomotive Engineers

Liabilities related to deferred benefits payable upon separation
or retirement to certain active conductors, trainmen and loco-
motive engineers were $170 million and $183 million at
December 31, 2001 and 2000, respectively. These costs were
primarily incurred in connection with labor agreements reached
prior to the Merger which, among other things, reduced train
crew sizes and allowed for more flexible work rules. In 2001,
the Company recorded a $5 million reversal of certain
deferred benefits payable to reflect a change in estimates.

In the second quarter of 2000, the Company incurred $3
million of costs for severance, medical and other benefit
costs for approximately 50 trainmen on reserve boards. The
remaining reserve of less than $100 thousand at December 31,
2001, will be paid during the next year to severed employees
who elected to receive their payments over time.

Non-Union Employee Severance

Liabilities principally related to certain remaining non-union
employee severances resulting from the fourth quarter 2001
workforce reduction, the second quarter 1999 reorganiza-
tion, and the Merger were $35 million and $30 million at
December 31, 2001 and 2000, respectively. These costs will
be paid over the next several years based on deferral elections
made by the employees.

During the fourth quarter of 2001, the Company reduced 400
positions through severances, normal attrition and the elimi-
nation of contractors. The Company recorded $21 million of
expense for severance, medical and other benefits associated
with the costs of terminating 360 employees and approximately
$31 million for benefits to be received under the Company’s
retirement and medical plans. Substantially all of chese
planned reductions were completed at December 31, 2001.

In the second quarter of 2000, the Company incurred $2
million of costs for severance, medical and other benefit costs
for ten involuntarily terminated non-union positions. These
planned reductions were completed at December 31, 2000.

In the second quarter of 1999, the Company incurred

$45 million of reorganization costs for severance, pension,
medical and other benefit costs for approximately 325 invol-
untarily terminated non-union employees. Components

of the costs include approximately $29 million relating to
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severance costs for non-union employees and approximately
$16 million for benefits to be received under the Company’s
retirement and medical plans. Substantially all of the planned
reductions were made by September 30, 1999.

17. Commitments And Contingencies

Lease Commitments

BNSF has substantial lease commitments for locomotives,
freight cars, trailers and containers, office buildings and other
property, and many of these leases provide the option to pur-
chase the leased item at fair market value at the end of the
lease. However, some provide fixed price purchase options.
Future minimum lease payments (which reflect leases having
non-cancelable lease terms in excess of one year) as of
December 31, 2001, are summarized as follows (in millions):

Capital Operating

December 31, Leases  Leases
2002 $107 $ 404
2003 107 394
2004 107 375
2005 103 344
2006 102 324
Thereafter 330 3,346

Total 856 $5.187
Less amount representing interest 184

Present value of minimum lease payments $672

Lease rental expense for all operating leases was $432 mil-
lion, $424 million and $435 million for the years ended
December 31, 2001, 2000 and 1999, respectively. Contingent
rentals and sublease rentals were not significant.

Casualty And Envirenmenteal

Personal injury claims, including work-related injuries to
employees, are a significant expense for the railroad industry.
Employees of BNSF are compensated for work-related injuries
according to the provisions of the Federal Employers’ Liability
Act (FELA). FELA’s system of requiring the finding of faul,
coupled with unscheduled awards and reliance on the jury
system, contributed to significant increases in expense in past
years. BNSF has implemented a number of safety programs to
reduce the number of personal injuries as well as the associated
claims and personal injury expense. BNSF made payments for
personal injuries of approximately $173 million, $178 million
and $179 million in 2001, 2000 and 1999, respectively. At
December 31, 2001 and 2000, the Company had recorded
liabilities of $458 million and $436 million, respectively,
related to both asserted and unasserted personal injury claims.

The Company’s operations, as well as those of its competitors,
are subject to extensive federal, state and local environmental
regulation. BNSF’s operating procedures include practices to
protect the environment from the risks inherent in railroad
operations, which frequently involve transporting chemicals
and other hazardous materials. Additionally, many of BNSF’s
land holdings are and have been used for industrial or trans-
portation-related purposes or leased to commercial or indus-
trial companies whose activities may have resulted in discharges
onto the property. As a result, BNSF is subject to environmen-
tal cleanup and enforcement actions. In particular, the Federal




Comprehensive Environmental Response, Compensation and
Liability Act of 1980 (CERCLA), also known as the Superfund
law, as well as similar state laws generally impose joint and
several liability for cleanup and enforcement costs on current
and former owners and operators of a site without regard to
faule or the legality of the original conduct. BNSF has been
notified thac it is a potentially responsible party (PRP) for
study and cleanup costs at approximately 30 Superfund sites
for which investigation and remediation payments are or will
be made or are yet to be determined (the Superfund sites) and,
in many instances, is one of several PRPs. In addition, BNSF
may be considered a PRP under certain other laws. Accordingly,
under CERCLA and other federal and state statutes, BNSF
may be held jointly and severally liable for all environmental
costs associated with a particular site. If there are other PRDs,
BNSF generally participates in the cleanup of these sites
through cost-sharing agreements with terms that vary from site
to site. Costs are typically allocated based on relative volumet-
ric contribution of material, the amount of time the site was
owned or operated, and/or the portion of the total site owned
or operated by each PRP

Environmental costs include initial site surveys and environ-
mental studies of potentially contaminated sites as well as
costs for remediation and restoration of sites determined to
be contaminated. Liabilities for environmental cleanup costs
are initially recorded when BNSFs liability for environmen-
tal cleanup is both probable and a reasonable estimate of
associated costs can be made. Adjustments to initial estimates
are recorded as necessary based upon additional information
developed in subsequent periods. BNSF conducts an ongo-
ing environmental contingency analysis, which considers a
combination of factors including independent consulting
reports, site visits, legal reviews, analysis of the likelihood of
participation in and the ability of other PRPs to pay for
cleanup, and historical trend analyses.

BNSF is involved in a number of administrative and judicial
proceedings and other mandatory cleanup efforts at approxi-
mately 390 sites, including the Superfund sites, at which it

is participating in the study or cleanup, or both, of alleged
environmental contamination. BNSF paid approximately $72
million, $49 million and $67 million during 2001, 2000 and
1999, respectively, for mandatory and unasserted cleanup
efforts, including amounts expended under federal and state
voluntary cleanup programs. BNSF has recorded liabilicies for
remediation and restoration of all known sites of $202 mil-
lion at December 31, 2001, compared with $223 million at
December 31, 2000. BNSF anticipates that the majority of
the accrued costs at December 31, 2001, will be paid over the
next five years. No individual site is considered to be marerial.

Liabilities recorded for environmental costs represent BNSF’s
best estimates for remediation and restoration of these sites
and include both asserted and unasserted claims. Unasserted
claims are not considered to be a material component of

the liability. Although recorded liabilities include BNSF’s
best estimates of all costs, without reduction for anticipated
recoveries from third parties, BNSF’s total cleanup costs at
these sites cannot be predicted with certainty due to various
factors such as the extent of corrective actions that may be

required, evolving environmental laws and regulations,
advances in environmental technology, the extent of other
parties’ participation in cleanup efforts, developments in
ongoing environmental analyses related to sites determined
to be contaminated, and developments in environmental
surveys and studies of potentially contaminated sites. As a
result, future charges to income for environmental liabilicies
could have a significant effect on results of operations in a
particular quarter or fiscal year as individual site studies and
remediation and restoration efforts proceed or as new sites
arise. However, management believes it is unlikely any iden-
tified matters, either individually or in the aggregate, will
have a material adverse effect on BNSF’s results of opera-
tions, financial position or liquidity.

Other Commitments

In the normal course of business, the Company enters into long-
term contractual requirements for future goods and services
needed for the operations of the business. Such commirments
are not in excess of expected requirements and are not reason-
ably likely to result in performance penalties or payments that

would have a material adverse affect on the Company’s liquidity.

Other Claims And Litigetion

BNSF and its subsidiaries are parties to a number of legal
actions and claims, various governmental proceedings and pri-
vate civil suits arising in the ordinary course of business, includ-
ing those related to environmental matters and personal injury
claims. While the final outcome of these items cannot be pre-
dicted with certainty, considering among other things the meri-
torious legal defenses available, it is the opinion of management
that none of these items, when finally resolved, will have a
material adverse effect on the results of operations, financial
position or liquidity of BNSF; although, an adverse resolution
of a number of these items could have a material adverse effect
on the results of operations in a particular quarter or fiscal year.

12, Barnings Per Share

Basic earnings per share is based on the weighted average num-
ber of common shares outstanding. Diluted earnings per share
is based on basic earnings per share adjusted for the effect of
potential common shares outstanding that were dilutive during
the period, arising from employee stock awards and incre-
mental shares calculated using the treasury stock method.

Weighted average stock options totaling 13.3 million, 8.5
million, 26.5 million and 26.2 million for the first, second,
third and fourth quarters of 2001, respectively, 25.0 million,
35.6 million, 35.3 million and 31.6 million for the first, sec-
ond, third and fourth quarters of 2000, respectively, and 8.9
million and 21.4 million for the third and fourth quarters of
1999, respectively, were not included in the computation of
diluted earnings per share, because the options’ exercise price
exceeded the average market price of the Company’s stock
for those periods.

13. Retirement Plans And Other
Postemployment Benefit Plans

BNSF sponsors two significant defined benefit pension plans:
a funded, noncontributory qualified BNSF Retirement Plan,
which covers substantially all non-union employees, and an
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unfunded, nonqualified BNSF Supplemental Retirement Plan,
which covers certain officers and other employees. The bene-
fits under BNSF’s plans are based on years of credited service
and the highest five-year average compensation levels. BNSF’s
funding policy is to contribute annually not less than the regu-
latory minimum and not more than the maximum amount
deductible for income tax purposes.

Certain salaried employees of BNSF that have met certain
age and years of service requirements are eligible for medical
benefits and life insurance coverage during retirement. The
retiree medical plan is contributory and provides benefits to
retirees, their covered dependents and beneficiaries. Retiree con-
tributions are adjusted annually. The plan also contains fixed
deductibles, coinsurance and out-of-pocket limitations. The life
insurance plan is noncontributory and covers retirees only.
BNSF’s policy is to fund benefits payable under the medical and
life insurance plans as they come due. Employees beginning
salaried employment with BNSF subsequent to September 22,
1995, are not eligible for benefits under these plans.

Components of the net benefit costs for these plans were as
follows (in millions):

Medical and Life

Pension Benefits Benefits
December 31, 2001 2000 1999 2001 2000 1999
Service cost $ 13 $ 13 $15 $4 34 §$5
Interest cost 102 100 100 18 18 17

Expected return
on plan assets (136) (129) (1206) - - -

Curtailments/

settlements 10 - - 3 — -
Special termination

benefits 18 - 10 - - 6
Actuarial loss 1 - - - - -
Net amortization

and deferred

amounts 2 3 3 - 1 1

W
“
[ Yo
\o

Net cost (benefi) $ 10 $ (13) $§ 2 E $2

The following tables show the change in benefit obligation
and plan assets of the plans based on a September 30 meas-
urement date (in millions):

Pension Medical and Life
Benefits Benefits
Change in Benefit Obligation 2001 2000 2001 2000

Benefit obligation at

beginning of period $1,419 $1,387 $247 $244

Service cost 13 13 4 4
Interest cost 102 100 18 18
Plan participants’ contributions - - 5 3
Amendments - - - 7
Actuarial loss 68 39 60 7
Curtailments/settlements 8 - 3 -

Special termination benefits 18 - - -
Benefits paid (121) (120)  (23) (22)

Benefit obligation at

end of period $1,507 $1,419 $314 $247
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Pension Medical and Life
Benefits Benefits
Change in Plan Assets 2001 2000 2001 2000

Fair value of plan assets

at beginning of period $1,577 $1,530 $ - § -

Actual return on plan assets (115) 162 - -
Employer contribution 4 5 19 19
Plan participants’ contributions - - 4 3
Benefits paid (121 _ (120) (23 (22)

Fair value of plan assets at

end of period $1,345 $1577 ¢ - $ -

The following table shows the reconciliation of the funded
status of the plans with amounts recorded in the consoli-
dated balance sheet (in millions):

Pension Medical and Life
Benefits Benefits
December 31, 2001 2000 2001 2000
Funded status $(162) $158 $(314) $(247)
Unrecognized net (gain) loss 169  (146) 60 (1)
Unrecognized prior service cost ) ©6) 1) (1)
Unamortized net
transition obligation 3 5 ~ -
Net amounr recognized $ 4 $ 11 $(255) $(249)

Pension Medical and Life

Benefits Benefits

December 31, 2001 2000 2001 2000
Amounts recognized in the

consolidated balance sheers

consist of:
Prepaid benefit cost $42 $45 $ - § -
Accrued benefir liability (50) (50) (255) (249)
Accumulated other

comprehensive loss _12 16 - -

Net amount recognized $ 4 $11 8(255 $(249)

The assumptions used in accounting for the BNSF plans were
as follows:

Pension Medical and Life

Benefits Benefits
Assumptions 2001 2000 2001 2000
Discount rate 7.0% 7.5% 7.0% 7.5%
Rate of increase in
compensation levels 4.0% 4.0% - -

Expected return on plan assets  9.5% 9.5% - -

For purposes of the medical and life benefits calculations for
2001, the assumed health care cost trend rate for both man-
aged care and non-managed care medical costs is 12 percent
and is assumed to decrease one percent for each future year
until the ultimare rate of five percent is reached in 2008 and
remain constant thereafter. Increasing the assumed health
care cost trend rates by one percentage point would increase
the accumulated post-retirement benefit obligation by $26
million and the combined service and interest components
of net post-retirement benefit cost recognized in 2001 by $2
million. Decreasing the assumed health care cost trend rates
by one percentage point would decrease the accumulated post-
retirement benefit obligation by $22 million and the combined




service and interest components of net post-retirement benefit
cost recognized in 2001 by $2 million.

Other Plans

Under collective bargaining agreements, BNSF participates
in multi-employer benefit plans which provide certain post-
retirement health care and life insurance benefits for eligi-
ble union employees. Insurance premiums paid artributable
to retirees, which are generally expensed as incurred, were
$18 million, $15 million and $14 million, in 2001, 2000
and 1999, respectively.

Defined Contribution Plans

BNSF sponsors 401 (k) thrift and profit sharing plans
which cover substantially all non-union employees and
certain union employees. BNSF matches 50 percent of
the first six percent of non-union employees’ contribu-
tions, which are subject to certain percentage limits of the
employees’ earnings, at each pay period. Depending on
BNSF’s performance, an additional matching contribution
of up to 30 percent of the first six percent can be made at
the end of the year. Employer contributions for all non-
union employees are subject to a five-year length of service
vesting schedule. BNSF’s 401(k) matching expense was
$14 million, $16 million and $18 millien in 2001, 2000
and 1999, respectively.

14, Stock Options And Other Incentive Plans
On April 15, 1999, BNSF sharcholders approved the
BNSF 1999 Stock Incentive Plan and authorized 20 mil-
lion shares of BNSF common stock to be issued in connec-
tion with stock options, restricted stock, restricted stock
units and performance stock. On April 18, 2001, BNSF
shareholders approved the amended BNSF 1999 Srock
Incentive Plan, which authorized additional awards not to
exceed 29 million shares of BNSF common stock to be
issued in connection with stock options, restricted stock,
restricted stock units and performance stock. Approximately

five million common shares were available for future grant
at December 31, 2001.

Stock Options

Under BNSF’s stock option plans, options may be granted
to officers and salaried employees at the fair market value

of the Company’s common stock on the date of grant. Prior
to April 2001, all options generally vested in one year and
expired within ten years after the date of grant. Stock option
grants awarded in April 2001 vest ratably over three years
and expire within ten years after the date of grant. Shares
issued upon exercise of options may be issued from treasury
shares or from authorized but unissued shares.

The Company applies APB Opinion 25 and related interpre-
tations in accounting for its stock option plans. Accordingly,
no compensation expense has been recognized for its fixed
stock option plans as the exercise price equals the stock price
on the date of grant. Had compensation expense been deter-
mined for stock options based on the fair value at grant dates
consistent with SFAS No. 123, Accounting for Stock Based
Compensation, the Company’s pro forma net income and earn-
ings per share would have been as follows:

Year Ended December 31, 2001 2000 1999

Net income (in millions) $720 $933 $1,092
Basic earnings per share $1.86 $2.26 $ 236
Diluted earnings per share $1.84 3225 § 2.34

The pro forma amounts were estimated using the Black-
Scholes option-pricing model with the following assumprions:

Year Ended December 31, 2001 2000 1999
Weighted average expected life (vears) 4.0 3.0 3.0
Expected volatility 35.0% 35.0% 30.0%

Annual dividend per share
Risk free interest rate
Weighted average fair value

of options granted

$0.48 $0.48 $0.48
4.21% 5.36% 6.63%

$8.44 $6.70 $8.43

A summary of the status of the stock option plans as of
December 31, 2001, 2000 and 1999, and changes during
the years then ended, is presented below:

2001 2000 1999
Weighted Average Weighted Average Weighted Average

Year Ended December 31, Options Exercise Prices Options Exercise Prices Qptions Exercise Prices
Balance at beginning of year 38,422,602 $27.22 29,808,157 $27.37 28,135,869 $24.27
Granted 7,423,682 29.02 11,521,045 25.56 9,857,345 32.96
Exercised (5,282,337) 23.31  (1,255,643) 12.73  {6,315,238) 21.24
Cancelled (724,651) 30.29  (1,650,957) 29.95  (1,869,819) 30.94

Balance at end of vear 39,839,296 $28.02 38,422,602 $27.22 29,808,157 $27.37
Options exercisable at year end 32,893,456 $27.80 26,729,220 $27.90 20,710,679 $25.00
The following table summarizes information regarding stock options outstanding ar December 31, 2001:

Options Quistanding Options Exercisable
Number Weighted Average Weighted Average Number  Weighted Average

Range of Exercise Prices Ourstanding  Remaining Life  Exercise Prices Exercisable Exercise Prices
$4.23 to0 $24.83 5,243,810 3.8 Years $19.92 5,243,810 $19.92
$25.66 0 $28.73 8,536,930 7.7 Years $25.78 8,486,066 $25.77.
$28.76 1o $30.98 17,759,722 6.6 Years $29.17 10,883,807 $29.25
$31.00 to $36.73 8,298,834 6.9 Years $32.96 8,279,773 $32.96
$4.23 10 836.73 39,839,296 6.6 Years $28.02 32,893,456 $27.80
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Other Incentive Plans

BNSF has other long-term incentive programs in addition
to stock options, which are administered separately on
behalf of employees.

BNSF awarded a total of approximately 1.2 million shares
of restricted stock subject to performance periods to eligible
employees and directors during 1996. No cash payment is
required by the individuals. The restrictions will be lifted in
thirds over three years beginning on the third anniversary
of the grant date if certain stock price-based performance
goals are met. If, however, the performance goals are not
met, the restricted shares will be forfeited. All shares still
subject to restrictions are generally forfeited and recurned
to the plan if the employee’s or director’s relationship is ter-
minated. Approximately 577 thousand restricted shares
related to this award were outstanding as of December 31,
2001, and most were forfeited on January 18, 2002, as a
result of stock price performance.

Under the BNSF 1999 and 1996 Stock Incentive Plans
certain eligible employees may defer through the BNSF
Incentive Bonus Stock Program (IBSP) the cash payment
of their bonus paid under the Incentive Compensation
Plan (ICP) and receive restricted stock for which restric-
tions lapse in three years (or in two years if certain per-
formance goals are met). The number of restricted shares
are based on the amount of bonus deferred, plus incremen-
tal shares, using the market price of BNSF common stock
on the date of grant. Restricred awards granted under this
program totaled approximately 162 thousand, 350 thou-
sand and 400 thousand shares in 2001, 2000 and 1999,
respectively. A total of approximately 1.1 million shares
were outstanding under this and prior programs of this
type on December 31, 2001.

In addition, all regularly assigned salaried employees not
eligible to participate in the IBSP are eligible to participate
in the BNSF Discounted Stock Purchase Program. This
program allows employees to use their bonus earned under
the ICP to purchase BNSF common stock at a discount
from the market price and requires that the stock be
restricted for a three-year period. During the years ended
December 31, 2001, 2000 and 1999, approximately 7
thousand, 45 thousand and 65 thousand shares, respec-
tively, were purchased under this program. As of December
31, 2001, 117 thousand restricted shares related to these
awards were outstanding.

Additionally, the Company periodically issues time-
vesting restricted shares, which generally vest ratably over
three to five years. Restricted stock awards under these
plans, net of forfeitures, were approximately 100 thousand
and 116 thousand for the years ended December 2001
and 2000, respectively. A total of 476 thousand restricted
shares related to these awards were outstanding on
December 31, 2001.

On January 1, 2001, approximately 625 thousand restricted

shares were granted. As of December 31, 2001, 611 thousand
restricted shares related to these awards were outstanding.
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Shares awarded under the plans may not be sold or used
as collateral, and are generally not transferable, by the
holder until the shares awarded become free of restrictions.
Compensation expense was recorded under the BNSF
Stock Incentive Plans in accordance with APB Opinion
25 and was not material in 2001, 2000 or 1999.

15. Commoen Stock And Preferred

Capital Stock

Commen Steck

BNSF is authorized to issue 600 million shares of common
stock, $0.01 par value. At December 31, 2001, there were
385.8 million shares of commeon stock outstanding. Each
holder of common stock is entitled to one vote per share in
the election of directors and on all matters submicted to a
vote of stockholders. Subject to the rights and preferences
of any future issuances of preferred stock, each share of
common stock is entitled to receive dividends as may be
declared by the Board of Directors (the Boatd) out of funds
legally available and to share ratably in all assets available
for distribution to stockholders upon dissolution or liqui-
dation. No holder of common stock has any preemptive
right to subscribe for any securities of BNSE

Shareholder Rights Plan

In December 1999, the Board approved a shareholder rights
plan (Rights Plan). In connection with the Rights Plan, the
Board declared a dividend of one Preferred Stock Purchase
Right (Right or Rights) for each outstanding share of BNSF
common stock to shareholders of record on December 31,
1999. Shareholders were automatically entitled to the Rights
corresponding to their shares owned. The distribution was
not taxable to shareholders under current United States tax
laws. Adoption of the Rights Plan was required by the terms
of the proposed combination between BNSF and CN, which
was terminated on July 20, 2000.

Under the Rights Plan, Rights were redeemable for $0.01
per Right, subject to adjustment, before the acquisition of
control, by a person or group, of 15 percent or more of
BNSF common stock. On December 7, 2000, the Board
voted to redeem all Rights under the Rights Plan. As a
result of the redemption, the Rights could no longer be
exercised and shareholders were only entitled to receive a
redemption payment of $0.01 per Right. The redemption
payment was distributed on April 2, 2001, to shareholders
of record as of March 12, 2001.

Preferred Capital Stock

At December 31, 2001, BNSF had 50 million shares of
Class A Preferred Stock, $0.01 par value and 25 million
shares of Preferred Stock, $0.01 par value available for
issuance. The Board has the authority to issue such stock in
one or more series, to fix the number of shares and o fix
the designations and the powers, rights, and qualifications
and restrictions of each series.

Share Repurchase Program

In July 1997, the Board authorized the repurchase of

up to 30 million shares of the Company’s common

stock from time to time in the open market. In December




1999, April 2000 and September 2000, the Board authorized
extensions of the BNSF share repurchase program, adding
30 million shares at each date to the total shares previously
authorized bringing BNSF’s share repurchase program to 120
million shares. During 2001, 2000 and 1999, the Company
repurchased approximately 11 million, 65 million and 22

16. Quarterly Financiel Date—Unaudited
(Dollars in millions, except per share data)

million shares, respectively, of its common stock at average
prices of $27.76, $23.16 and $31.08 per share, respectively.
Tortal repurchases through December 31, 2001, were 103
million shares at a total average cost of $25.74 per share,
leaving 17 million shares available for repurchase out of the
120 million shares authorized.

Fourth Third Second First

20017

Revenues

$2,301 $2,343 $2,271 $2,293

Operating income

$ 406 $ 502 $ 428 $ 419

Net income

$ 177 8§ 225 $ 195 $ 134

Basic earnings per share
Diluted earnings per share
Dividends declared per share

Common stock price:

$ 046 $ 058 $ 050 $ 0.34
$ 046 $ 058 $ 050 § 0.34
$ 012 $ 012 $ 012 § 012

High $29.96 $31.66 $34.00 $31.18
Low $25.01 $22.40 $27.81 $26.26
2000
Revenues $2,339 $2,343 $2,261 $2,264

Operating income

$ 544 38 571 § 483 $ 510

Net income

§ 255 § 259 § 223 § 243

Basic earnings per share
Diluted earnings per share
Dividends declared per share

Common stock price:
High
Low

$ 065 3 065 $ 053 § 055
$ 065 $ 064 $ 053 8 055
$ 012 $ 012 §$ 012 $ 012

$29.56 $27.44 $26.25 $27.50
$20.88 $20.38 $21.63 $19.06

Certain amounts in the table above have been reclassified to conform to the current presentation which is different than previously reported on Form 10-Q.
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Burlington Nerthern Santa Fe Corporation Corporate Officers

Matthew K. Rose 2
President and

Chief Executive Officer

Thomas N. Hund @
Executive Vice President and
Chief Financial Officer

Carl R. lce @
Executive Vice President and
Chief Operations Officer

Jeffrey R. Moreland @
Executive Vice President Law &
Government Affairs and Secrecary

Charles L. $Schultz @
Executive Vice President

and Chief Marketing Officer

A. P. (Skip) Endres, Jr.

Vice President - Government Affairs

Gregory C. Fox

Vice President - Technology Services

and Chief Information Officer

Paul R. Hoferer
Vice President and General Counsel

Linda J. Hurt

Treasurer

Dennis R. Johnsen @
Vice President and Controller

Kenneth J. Kempker
Vice President - Corporate
Audit Services

Marsha K. Morgan

Vice President - Investor Relations

Peter J. Rickershauser
Vice President -
Network Development

Richard A. Russack

Vice President - Corporate Relations

Burlington Nerthern Santa Fe Corporation Operating Company Officers

Stevan B. Bobb
Group Vice President-
Agricultural Products

Stephen G. Branscum
Group Vice President -
Consumer Products

Rollin D. Bredenberg
Vice President - Service Design
and Performance

Jeffrey J. Campbell
Vice President and
Chief Sourcing Officer

M. David Dealy

Vice President - Transportation

Frederick G. (Fritz) Draper
Vice President - Business Unit
Operations and Support

George T. Duggan
Vice President - Chemicals

John J. Fleps

Vice President - Labor Relations

Ricci L. Gardner
Vice President - Automotive

David L, Garin
Group Vice President -
Industrial Products

Craig Hill
Vice President -
Mechanical and Value Engineering

Thomas G. Kraemer
Group Vice President - Coal

Burlingteon Nerthern Sante Fe Corporation Directors®

Alan L. Boeckmann
President and Chief Executive
Officer, Fluor Corporation
(professional services holding
company offering engineering,
procurement, construction
management and other services),
Aliso Viejo, California.

Board member since 2001,

John J. Burns, Jr. @
President and Chief Execurive
Officer, Alleghany Corporation
(holding company with
reinsurance, industrial minerals,
steel fastener operations, and an
investment position in BNSF),
New York, New York.

Board member since 1995.

Robert D. Krels
Chairman, Burlington Northern
Santa Fe Corporation,

Fort Worth, Texas.

Board member since 1983.

Bill M. Lindig ™'

Retired Chairman, SYSCO
Corporation (marketer and
distributor of foodservice products),
Houston, Texas.

Board member since 1993.
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Vilma $. Martinez @
Partner, Munger, Tolles

and Olson LLP (law firm),
Los Angeles, California.
Board member since 1998.

Mare F. Racicof

Partner, Bracewell & Partterson L.L.P.
(law firm),

Washington, D.C.

and Chairman, Republican
National Committee.

Board member since 2001.

Roy S. Roberts 121
Retired Group Vice President,
North American Vehicle
Sales, Service and Marketing,
General Motors Cotporation
{motor vehicle manufacturer),
Detroit, Michigan.

Board member since 1993.

Matthew K. Rose
President and

Chief Executive Officer,
Burlington Northern
Santa Fe Corporation,
Fort Worth, Texas.

Board member since 2000.

Mare J. Shapire @

Vice Chairman for Finance, Risk
Management and Administration,
J.P. Morgan Chase & Co.

(bank holding company),

New York, New York.

Board member since 1995.

Arnold R, Weber 2
President Emeritus,
Northwestern University,
Evansron, Illinois.

Board member since 1986.

Robert M. West @)
Retired Chairman of the Board,
Butler Manufacturing Company
(manufacturer of pre-engineered
building systems and specialty
components),

Kansas City, Missouri.

Board member since 1980.

J. Steven Whisler @1
Chairman, President and
Chief Executive Officer,
Phelps Dodge Corporation
(mining and manufacturing),
Phoenix, Arizona.

Board member since 1995.

Shelley J. Venick
Vice President and
General Tax Counsel

Richard E. Weicher
Vice President and Senior
Regulatory Counsel

Gloria A. Zamora
Vice President - Human Resources

(1) These officers hold similar
positions with The Burlington
Northern and Santa Fe
Railway Company.

(2) Executive Officer of Burlington
Northern Santa Fe Corporation.

Kathleen A. Regan
Vice President - eBusiness
Development

Sami M. Shalah
Vice President - Coal Marketing

Denis $Smith
Vice President - Industrial Products
Marketing

Gregory W. Stengem
Vice President - Safety, Training
and Operations Support

Edward E. Whitacre, Jr. @
Chairman and

Chief Executive Officer,

SBC Communications Inc.
(communications holding company),
San Antonio, Texas.

Board member since 1993.

Michael B. Yanney "
Chairman and

Chief Executive Officer,
America First Companies L.L.C.
(investments),

Omaha, Nebraska.

Board member since 1989,

Committee Assignments:

(1) Executive Committee

(2) Compensation and
Development Committee

(3) Audit Committee

(4) Directors and Corporate
Governance Committee

* Years of Board service includes
service on Boards of Burlington
Northern Inc. and Santa Fe
Pacific Corporation and
predecessor corporations.




Shareholder Infermation

Shares Listed

New York Stock Exchange,
Chicago Stock Exchange,
Pacific Exchange.

Ticker Symbol: BNI

Principal

Corporate Office

2650 Lou Menk Drive,

Fort Worth, Texas 76131-2830
(817) 333-2000
www.bnsf.com

Stock Transfer Agent
And Register

EquiServe Trust Company, N.A.
P.O. Box 2500,

Jersey City, New Jersey
70303-2500

(800) 526-5678

Shareholders

As of January 31, 2002, there were
approximately 41,000 shareholders
of record.

Shareholder Services

You are encouraged to contact our
Transfer Agent directly for the
shareholder services listed below:

Change in Certificate Registration,
Dividend Reinvestment Service,
Change of Mailing Address, Lost
or Stolen Cerrificates, Replacement
of Dividend Checks, Direct Deposit
of Dividends, Consolidation of
Multiple Accounts, Elimination

of Duplicate Report Mailings,
Replacement of Form 1099-DIV.

Dividend

Reinvestment Plan

A dividend reinvestment plan is
provided for registered shareholders
as a convenient way to purchase
more shares through investment
of dividends or voluntary cash
payments. A booklet describing
the plan is available from the
Transfer Agent.

Form 10-K

A copy of the Company’s Annual
Report on Form 10-K filed with
the Securities and Exchange
Commission is available to share-
holders free of charge upon
request to the Company’s Investor
Relations Department at 2500
Lou Menk Drive, Fort Worth,
Texas 76131-2828.

Institutional Investors
Inquiries from security analysts
and investment professionals
should be directed to the Company’s
Investor Relations contact:

Ms. Marsha K. Morgan,
Vice President - Investor Relations,
(817) 352-6452

Annual Meeting

The Annual Meeting of
Shareholders will be held
at the Fort Worth Club,
306 West 7th Street,

Fort Worth, Texas, on
Wednesday, April 17, 2002,
ar 2:00 p.m.
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